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Executive Summary

Concerns about the availability of creditto lower-income populations and areas and to small
businesses and farms are longstanding. Government policy has addressed these concernsin
various ways, including through the regulation of private-sector activities. In thisregard, the
Community Reinvestment Act of 1977 (CRA) was enacted to encourage banking institutions to
help meet the credit needs of their entire communities, including low- and moderate-income
neighborhoods, consistent with the safe and sound operation of the institution.

Although much is known about the ways in which banking institutions have responded to
the CRA and about the volumes of CRA-related loans they have extended, little is known about
the performance and the profitability of such lending. To learn more about the performance and
profitability of lending activities undertaken in conformance with the CRA, the Congress, through
the Gramm-Leach-Bliley Act of 1999, directed the Board of Governors of the Federal Reserve
System (the Board) to “conduct a comprehensive study . . . of the Community Reinvestment Act
of 1977, which shall focus on (1) the default rates; (2) the delinquency rates; and (3) the
profitability; of loans made in conformity with such Act, and report on the study” to the Senate
and House Banking Committees. The Board was directed to make the report and supporting data
available to the public. Thisreport was prepared in response to this directive.

Because relatively little information has been publicly available about the performance and
profitability of CRA-related lending, the Board undertook a special survey of the lending
experiences of large banking institutions to gather such information. The survey isin two parts.

Part A focuses on experiences associated with one- to four-family home purchase and refinance



mortgage lending; other one- to four-family residential lending, including home improvement and
home equity lending but excluding home equity lines of credit; small business lending; and
community development lending. In addition, because special lending programs are sometimes an
important aspect of the CRA-related lending activities of banking institutions, Part B of the survey
gathers information on these programs.

For the survey, CRA-related mortgage loans were defined as mortgages to low- and
moderate-income populations and neighborhoods in a banking institution’s CRA assessment area.
CRA-related small business loans were defined as small business loans to low- and moderate-
income neighborhoods and to small businesses in the institution’s CRA assessment area. All
community development lending was considered to be CRA-related. These definitions reflect the
emphasis placed by the current CRA regulations on such lending.

In Part A, the survey gathers qualitative and quantitative information about absolute and
relative performance and profitability of CRA-related lending in 1999 for each of the four product
areas separately. Respondents were asked to provide quantitative information on profitability,
measured by return on equity, and performance, measured by delinquency and charge-off rates.
Also, respondents were asked qualitative questions about profitability and about differencesin
profitability, origination and servicing costs, credit losses, and pricing between CRA-related and
other lending. In Part B, respondents were asked to provide detailed information about their five
largest CRA special lending programs. In addition to qualitative and quantitative questions about
absolute performance and profitability, respondents were asked to provide information about the
reasons for establishing each program and descriptive characteristics of each program.

Participation by banking institutions in the survey was voluntary. On January 21, 2000,



each prospective respondent was mailed a copy of the questionnaire accompanied by a cover
letter from Chairman Alan Greenspan explaining the purpose of the survey and seeking voluntary
cooperation in the study. The sample of institutions selected to participate in the survey consisted
of roughly the largest 500 retail banking institutions, including 400 commercial banks and 100
savings institutions. The sample was limited to the largest banking institutions because they
account for the vast majority (estimated at more than 70 percent) of CRA-related lending
nationwide. Survey responses were received from 143 banking institutions--114 commercial
banks and 29 savings associations. Since most of the largest institutions responded to the survey,
the survey respondents are estimated to account for between 40 percent and 55 percent of CRA-
related lending in each loan product category, even though the number of respondents was

relatively small.

Results on the Natur e of Responses

Survey responses and follow-up telephone contacts suggest that banking institutions generally do
not separately track the performance and profitability of CRA-related lending. Except for
community development lending, fewer than half of the banking institutions that responded to the
survey provided quantitative information on the performance of CRA-related lending and less
than a quarter of institutions that responded to the survey provided responses to quantitative
guestions on the profitability of such lending. Given the relatively small number of institutions
that provided quantitative responses, quantitative estimates of performance and profitability
measures presented in the tables in this report must be viewed with caution.

A substantially higher proportion of respondents provided answers to thequalitative



guestions on profitability. Asaresult, qualitative results regarding profitability are emphasized in
the report. Because responses to quantitative questions on performance are provided by fewer
than half of the respondents, caution should also be exercised in considering qualitative inferences
comparing the performance of CRA-related and other lending drawn using these quantitative

responses.

Resultsfor Part A--Survey of CRA-Related Lending
Aggregate statistics on performance and profitability are presented in two ways. First, results are
presented on aper ingtitution basis, which provides an estimate--based on actual responses--of
what responses would have been if all surveyed institutions had participated in the survey and
answered all applicable questions. Second, results are also presented on gper CRA dollar basis,
which gives additional weight to the responses of institutions that originated more CRA-related
loans. The “per CRA dollar” results provide an estimate of what the distribution of dollars across
responses would have been if all surveyed institutions had participated in the survey and answered
all applicable questions.

To ensure that appropriate comparisons between CRA-related lending and other lending
activities were made, the product-level analysis focuses on the subset of respondents that
provided answers to questions on both CRA-related lending and overall lending activities.
Results for Home Purchase and Refinance Lending
Among the loan products considered in most CRA performance examinations, home purchase and
refinance lending has by far the largest origination volume. It is estimated that the 500 banking

institutions sampled in the survey originated more than $570 billion in home purchase and



refinance loansin 1999. This amount far exceeds the estimated amount of lending by these
institutions in the other loan product categories. $117 billion in small business loans, $12 billion
in home improvement loans, and $13 billion in community development loans. It is estimated that
about 10 percent of all home purchase and refinance lending for 1999 is CRA-related.

Survey responses indicate that home purchase and refinance lending is profitable or
marginally profitable for most institutions on a per institution basis (figure 1). CRA-related home
purchase and refinance lending is either profitable or marginally profitable for 82 percent of
survey respondents (chart 1a). For about one-sixth of the respondents, such lending is either
marginally unprofitable or unprofitable. This pattern holds generally across banking institutions of
different asset size, although a greater proportion of large banking institutions report their CRA-
related home purchase and refinance lending is either marginally unprofitable or unprofitable than
medium- or smaller-sized institutions.

Although CRA-related home purchase and refinance lending is reported to be at least
marginally profitable for most of the survey respondents,overall home purchase and refinance
lending is reported to be at least marginally profitable for an even larger proportion of these
institutions (chart 1b). For slightly less than half of the respondents, the profitability of CRA-
related home purchase and refinance lending is either lower or somewhat lower than that ofother
home purchase and refinance lending (chart 1c). However, the remaining 56 percent of
respondents report that the profitability of their CRA-related lending is about the same as the
profitability of their other home purchase and refinance lending. Consistent with the pattern noted
above, large banking institutions are more likely than smaller institutions in the sample to report

that the profitability of their CRA-related home purchase and refinance lending is lower than the



profitability of their other home purchase and refinance lending.

Weighting the responses on a per CRA dollar basis produces results that differ somewhat
from those computed on a per institution basis (figure 2). Regarding the profitability of CRA-
related lending, the implications for the profitability of home purchase and refinance lending are
similar when viewed on a per CRA-dollar basis as compared to a per institution basis (chart 2a).
For example, 84 percent of CRA-related loan dollars originated were originated by institutions
that report that their CRA-related home purchase or refinance lending was profitable; survey
responses indicate that CRA-related home purchase and refinance lending is profitable or
marginally profitable for 82 percent of respondents on a per institution basis. Also, asin the per
institution analysis, more respondents report that their overall home purchase and refinance
lending is at least marginally profitable than report that their CRA-related home purchase and
refinance lending is at least marginally profitable (chart 2b). However, 63 percent of the CRA
dollars originated in 1999 were originated by respondents that report that CRA-related one- to
four-family home purchase and refinance lending is less profitable than other lending, higher than
the 44 percent of institutions that report that CRA-related lending is less profitable on a per
institution basis (chart 2c).

Aswith profitability, the experiences of individual respondents vary regarding the absolute
and relative performance of CRA-related loans on a per institution basis (no figures on
performance). Many institutions report no difference in performance between CRA-related and
other home purchase and refinance lending. However, when there is a difference in performance,
respondents tend to report that CRA-related home purchase and refinance lending performs less

well than other home purchase and refinance lending. For example, about half of the survey
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respondents have higher rates for measures of delinquency for CRA-related home purchase and
refinance loans than for overall home purchase and refinance loans,; about one-third report no
difference in delinquency rates and one-sixth report lower delinquency rates for CRA-related
loans. Aswasthe case for profitability, larger institutions are more likely than smaller institutions
to report that CRA-related home purchase and refinance loans do not perform as well as home
purchase and refinance loans in the aggregate.

CRA-related home purchase and refinance loans do not appear to perform as well as other
home purchase and refinance loans when the analysis is conducted on a per CRA-dollar basis.
Moreover, the differences appear to be larger than when measured on a per institution basis. For
example, 46 percent of the dollars associated with CRA-related loans were originated by
institutions that report that credit losses are higher for CRA-related home purchase and refinance
loans than for other home purchase and refinance loans, whereas only 28 percent of institutions
report such an experience on a per institution basis. Similar patterns are observed when
performance is measured by delinquency and charge-off rates.

A large proportion of respondents report that origination and servicing costs, credit osses,
and pricing are about the same for CRA-related and other home purchase and refinance loans on a
per institution basis. However, for those respondents that do report differences, the difference
most often indicates higher costs or credit losses or lower prices for CRA-related home purchase
and refinance loans. When assessed on a per CRA dollar basis, CRA-related home purchase and
refinance loans appear to have higher origination and servicing costs, but similar pricing, when
compared with the costs and pricing of other home purchase and refinance loans.

Results for Home Improvement Lending
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Home improvement lending is a substantially smaller component of total bank lending than either
home purchase and refinance or small business lending. It is estimated that the banking
institutions sampled in the survey originated about $12 billion in home improvement loans in
1999, about 18 percent of which is CRA-related. This volume equals less than 1 percent of the
estimated dollar amount of home purchase and refinance lending originated in 1999.

Regarding profitability, the results for home improvement lending are similar to those for
home purchase and refinance lending, although fewer differences between CRA-related home
improvement and other home improvement lending are generally observed (figures3 and 4). On a
per institution basis, the vast majority of institutions report that both their overall and CRA-
related home improvement lending are either profitable or marginally profitable (charts 3a and
3b). Nearly three-quarters of respondents report that the profitability of their CRA-related and
other home improvement lending is about the same (chart 3c). Of those reporting a difference, all
report that profitability of CRA-related home improvement lending is either lower or somewhat
lower than the profitability of other home improvement lending.

Consistent with the pattern observed for home purchase and refinance lending, larger
banking institutions are more likely than smaller institutions to report that the profitability of their
CRA-related home improvement lending is lower than that of their other home improvement
lending.

Nearly 80 percent of the dollars of CRA-related home improvement lending were
originated by institutions that report that their CRA-related home improvement lending is either
profitable or marginally profitable, a percentage similar to that reported on a per institution basis

(chart 48). However, weighting the responses by the amount of CRA dollars originated produces
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results for relative profitability that differ somewhat from those computed on a per institution
basis and more closely track the per institution results for large banking institutions. Fifty percent
of the dollars of CRA-related home improvement were originated by institutions that report that
the profitability of CRA-related home improvement lending is lower or somewhat lower than the
profitability of other home improvement lending (chart 4c).

For most measures of performance, a majority of respondents on a per institution basis
report that the performance of CRA-related and overall or other home improvement lending is
about the same. Moreover, for those institutions that do report a difference, the proportion that
report that CRA-related lending performs better than overall or other lending is about equal to the
proportion that report that CRA-related lending performs worse than overall or other lending.
The exception to this pattern is the 30-89 day delinquency rate measure. By this measure, CRA-
related home improvement loans do not perform as well as home improvement loans in the
aggregate.

The results on aper CRA dollar basis for performance are consistent across the measures
of performance, but differ somewhat from the results of the per institution analysis. By all
measures of performance, CRA-related home improvement loans perform relatively less well than
home improvement lending considered in the aggregate.

On both a per institution and per CRA dollar basis, the majority of respondentsin all
asset-size categories report that origination and servicing costs, credit losses, and prices
associated with CRA-related and other home improvement lending are about the same.

Results for Small Business Lending

The estimated total dollar volume of small business lending originations for 1999 for the 500



banking institutions that were surveyed is $117 billion. Thisamount is about 20 percent of the
estimated total dollar volume of home purchase and refinance lending originated by these
institutions. Unlike for mortgage-related lending, the dollar volume of CRA-related small

business lending is about the same size as the volume of other small business lending. The
significant proportion of overall small business lending that is CRA-related suggests that measures
of performance and profitability for CRA-related and overall lending will be more similar than
would be the case if CRA-related lending were only a small fraction of overall lending.

In addition, in assessing the relative measures of profitability and performance for CRA-
related small business lending, one must consider the comparability of CRA-related small business
loans and non-CRA small business loans. The survey defined a CRA-related small business loan
as any small business loan mademthin the banking institution’s CRA assessment areato (1) a
firm with revenues of $1 million or less (regardless of neighborhood incomepr (2) in alow- or
moderate-income neighborhood (regardless of firm size). By contrast, loans (1) extended outside
the banking institution’s CRA assessment area and (2) extended to businesses with revenues
exceeding $1 million in amiddle- or upper-income neighborhood within the institution’s CRA
assessment area were not considered to be CRA-related small business |oans.

Whether measured on a per institution or per CRA dollar basis, virtually all banking
institutions providing responses, regardless of asset-size category, report that their CRA-related
small business lending is either profitable or marginally profitable (figures 5 and 6). In addition,
most respondents report that the profitability of CRA-related and other small businesslending is
about the same. Thereisaso relatively little evidence that performance differs systematically

between CRA-related and overall small business lending. Banking institutions in each asset-size



category report roughly the same delinquency and charge-off rates for CRA-related and overall
small business lending, although large institutions generally experience poorer performance than
smaller institutions for both types of loans. There are also few reported differences for origination
and account maintenance and monitoring costs, credit losses, and pricing.

Results for Community Development Lending

Because community development lending encompasses a wide range of loan products, it was
unlikely that banking institutions could construct valid comparison groups from other portions of
their loan portfolios. Asaresult, the survey collected information only on quantitative and
gualitative measures of the performance and profitability of community development loans. No
information comparing the performance and profitability of community development loans with a
comparison group of loans was collected.

Survey respondents report that community development lending offers a variety of
benefits to banking institutions. Virtually all survey respondents report that they benefit from
their community development lending because it promotes community growth and stability and
responds to the credit needs of the local community. Virtually none of the respondents report that
they undertake community development lending solely to obtain a satisfactory or outstanding
CRA rating.

On aper ingtitution basis, nearly all banking institutions that provided responses,
regardless of asset-size category, report that their community development lending is either
profitable or marginally profitable (chart 7a). The performance of community development
lending, however, differs across banking institutions grouped by size. Aswas generaly the case

for the other product categories, larger banking institutions are more likely than smaller
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institutions to report poorer loan performance, whether measured by delinquency or charge-off
rates.

Asinthe per institution analysis, virtually all respondents report that community
development lending is profitable or marginally profitable on a per CRA dollar basis (chart 7b).
Regarding performance, the per CRA dollar results differ somewhat from the per institution
results, although the differences are not consistent across the measures of performance.

New Opportunities from CRA-Related Lending

CRA-related lending can potentially lead to new, profitable business opportunities for banking
institutions, and the survey gathered information on whether such opportunities exist and, to the
extent they exist, their sources. More than two-thirds of the respondents report that their CRA-
related lending has led to new, profitable opportunities. About two-thirds of the survey
respondents also report that they receive some other benefit not related to loan profitability from
CRA-related lending, such as promoting a good image in the community. At the sametime,
however, about one-quarter of the institutions report some costs not related to loan profitability

that they incur because of their CRA-related lending activities.

Resultsfor Part B--Survey of CRA Special L ending Programs

The survey includes detailed information on 341 CRA special lending programs. About 73
percent of the banking institutions participating in the survey report offering at least one CRA
specia lending program and, on average, institutions report that they offer about 4 programs.
Evidence suggests that loans originated under CRA specia lending programs make up arelatively

small portion of the total CRA-related loans originated for most respondents. However, about 16
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percent of institutions report that more than 40 percent of their CRA-related home purchase and
refinance lending is originated under CRA specia lending programs. Information reported for
individual programs also suggests that they are generally small. An estimated 63 percent of the
CRA special lending programs reported in the survey had total 1999 originations of $2 million or
less.

Results for CRA special lending programs are generally presented on a per program basis.
For profitability, results are a'so presented on a per program dollar basis. These figures are
calculated using weights based on the reported dollars originated under each CRA specia lending
program in 1999. In addition, because it was unclear how to define a reasonable comparison
group, the survey did not collect information on the relative profitability or performance of CRA
specia lending programs.

Banking institutions cite many reasons for establishing or participating in CRA special
lending programs. Nearly all survey participants cite responding to the credit needs of their local
community, promoting community growth and stability, and improving the public image of the
institution as reasons for establishing such programs. Obtaining either a satisfactory or
outstanding CRA rating is areason mentioned for about 75 percent of the programs.

Thereis agreat variety in the characteristics of CRA special lending programs. CRA
specia lending programs target a number of different populations, including lower-income
borrowers and lower-income neighborhoods, and involve arange of credit products. About 75
percent of the programs involve the activities of third parties, including activities that reduce the
costs that banking institutions might otherwise incur in extending credit to the populations served

by the special programs.
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Although third parties provide services and contribute to the implementation of many
CRA special lending programs, banking institutions also offer a wide range of special features or
services in connection with these programs. For example, respondents report that they offer
reduced interest rates and fee waivers or reductions for about 47 percent of the programs and
provide pre-loan education or counseling to loan applicants in connection with 36 percent.
Respondents also frequently report that they alter their customary underwriting standards for a
large magority of their special lending programs. The most frequently cited underwriting variances
are lower downpayments, higher debt-to-income ratios, and the acceptance of alternative
measures of credit quality, such as rent and utility payment histories, in lieu of more traditional
measures of credit risk.

According to respondents, the majority of CRA specia lending programs are either
profitable or marginally profitable on a per program basis (figure 8). One-quarter of the programs
are considered either marginally unprofitable or unprofitable. Results on a program dollar basis
differ only slightly from the results on a program basis. In both cases, experiences vary across
banking institutions grouped by asset size. Compared with smaller institutions in the sample,
large- and medium-sized institutions report a higher percentage of programs that are either
marginally unprofitable or unprofitable.

On a per program basis, respondents report that a mgjority of the CRA special lending
programs have low delinquency and charge-off rates. For example, the median charge-off rate for
these programs is reported to be 0. Performance results on a per program dollar basis are mixed.
Responses show that delinguency rates tend to be higher on a per program dollar basis than on a

per program basis, suggesting that larger programs have higher delinquency rates. By contrast,
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responses indicate that charge-off rates are lower on a per program dollar basis than on a per

program basis, which suggests that larger programs have fewer charge-offs associated with them.

Limitations and Caveats

The survey and resulting data provide new information about the experiences of banking
institutions with CRA-related and other lending. This information provides opportunities to
better understand and measure the effect of the CRA on lending markets. In reflecting on these
results, a number of issues should be kept in mind. First, this survey has alimited scope. It
focuses on one aspect of the CRA--the performance and profitability of CRA-related lending.
Because it does not examine activities such as investment and service activities, data from this
survey do not allow researchers to answer broader questions regarding the overall effects of the
CRA on the performance and profitability of banking institutions. Nor do the data speak to the
effect of the CRA on local communities, the stated purpose of the law. A recent study by the
U.S. Department of the Treasury, also mandated by the Gramm-Leach-Bliley Act, addresses these
ISSUes.

Second, there are a number of other analytical concerns that must be highlighted. Sample
sizes are relatively small, which leaves some statistics vulnerable to extreme values. In addition,
because many respondents were unable to provide quantitative answers regarding the
performance and profitability of CRA-related lending, quantitative estimates of profitability and
delinquency and charge-off rates should be considered with considerable caution; qualitative
assessments may be more reliable. However, it should be borne in mind that many qualitative

inferences regarding performance are drawn based on responses to quantitative performance
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guestions.

Moreover, the survey data reflect the experiences of only larger banking institutionsin a
particularly healthy economic environment. Experiences may differ for smaller institutions or
under different economic conditions. In addition, the broad patterns observed in the survey
results may not reflect the experiences of specific institutions or markets. Because of these and
other issues, results of analyses using the survey data may not provide a complete picture of the

performance and profitability of CRA-related lending.

Public Accessto the Survey Data

The Gramm-Leach-Bliley Act requires the Board to make the basic information that underlies the
study publicly available. Tables can be obtained either from the Board’s CRA survey web site at
www.federalreserve.gov/boarddocs/surveys/CRAloanssurvey or by placing arequest viathe CRA
survey assistance line at 1-800-281-4930. As stated by the Board in its letter to banking
institutions seeking their voluntary participation in the survey, measures have been taken to ensure
that survey responses provided by any particular banking institution cannot be associated with the

identity of that institution. The tables therefore include only aggregate data.
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Figure 1. Absolute and Relative Profitability of Home Purchase and Refinance L ending,

per institution

Estimated 1999 volumes for surveyed institutions:
$56.0 hillion for CRA-related lending, $570.3 billion for overall lending
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Figure 2. Absolute and Relative Profitability of Home Purchase and Refinance L ending,
per CRA-related dollarsof 1999 originations

Estimated 1999 volumes for surveyed institutions:
$56.0 hillion for CRA-related lending, $570.3 billion for overall lending
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Figure 3. Absolute and Relative Profitability of Home I mprovement L ending, per

institution

Estimated 1999 volumes for surveyed institutions:
$2.2 billion for CRA-related lending, $12.0 billion for overall lending
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Figure 4. Absolute and Relative Profitability of Home Improvement Lending, per CRA-

related dollars of 1999 originations

Estimated 1999 volumes for surveyed institutions:
$2.2 billion for CRA-related lending, $12.0 billion for overall lending
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Figure 5. Absolute and Relative Profitability of Small Business L ending, per institution

Estimated 1999 volumes for surveyed institutions:
$58.9 hillion for CRA-related lending, $117.0 billion for overall lending
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Figure 6. Absolute and Relative Profitability of Small Business Lending, per CRA-related

dollars of 1999 originations

Estimated 1999 volumes for surveyed institutions:
$58.9 hillion for CRA-related lending, $117.0 billion for overall lending
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Figure 7. Profitability of Community Development L ending
Estimated 1999 volume for surveyed ingtitutions: $13.2 billion
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Figure 8. Profitability of CRA Special L ending Programs
Estimated 1999 volume for surveyed ingtitutions: $11.2 billion

A. Per program
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I ntroduction
Many government programs have been established to address concerns about the availability of
credit to low- and moderate-income communities and borrowers and to small businesses and
farms. In some cases, these programs provide subsidies or other inducements to creditors or
borrowers in order to enhance lending opportunities. Other programs seek to improve consumer
knowledge about the use and availability of credit. Government regulation of private-sector
activities also relates to bolster such lending. Most prominently, the Community Reinvestment
Act of 1977 (CRA) directs the federa regulators of federally-insured commercial banks and
savings associations (banking institutions) to encourage their regulated institutions to help meet
community credit needs consistent with safe and sound operations. Regulators assess each
institution’s record of meeting the credit needs of their entire communities, including low- and
moderate-income neighborhoods, and take an institution’s record in serving their community into
account in evaluating applications for mergers and other transactions.® The CRA was enacted in
response to concerns that banking institutions were, in some instances, failing to adequately seek
out and help meet the credit needs of viable lending prospectsin all sections of their communities.
The CRA regulations jointly issued by four federal banking agencies--the Board of
Governors of the Federal Reserve System (the Board), the Federal Deposit Insurance
Corporation, the Office of the Comptroller of the Currency, and the Office of Thrift Supervision--

place particular emphasis on an institution’s record of serving the credit needs of low- and

112 U.S.C. §§ 2901(b), 2903.



moderate-income populations within its CRA assessment area.® For this reason, the term "CRA-
related lending” as used in this report, refers to lending by banking institutions to low- and
moderate-income populations, low- and moderate-income areas, and small businesses within their
CRA assessment area and to lending for the purpose of community devel opment.

Each banking institution’s record of performance under the CRA is examined by the
ingtitution’s appropriate federa banking supervisory agency, and its CRA performancerating is
made available to the public. In addition, the CRA performance record of an institution is
considered by the appropriate federal banking agency in acting on certain applications by the
banking institution, including those for mergers and acquisitions of banking institutions.

Over the past decade or so, there has been a substantial increase in lending to lower-
income populations and neighborhoods, populations and areas that are a main focus of the CRA .2
The increased lending likely reflects the confluence of a number of factors including changes in
banking regulation and supervision; increased competition among providers of financia services,
favorable general economic conditions and the growing demand for, and supply of, credit; and
advances in information technology allowing more precise and less-costly evaluations of borrower

creditworthiness.*

2See 12 CFR 228.41. See dso the discussion in “ Definition of a CRA-Related Loan” below.

3See FFIEC press release, July 29, 1999 and report by the U.S. Department of the Treasury, “The
Community Reinvestment Act After Financial Modernization: a Baseline Report” (Department of the Treasury,
2000).

“Prominent among the changes in banking regulation and supervision were legislative amendments to the
CRA contained in the Financial Institutions Reform, Recovery and Enforcement Act of 1989 that required public
disclosure of CRA performance ratings; 1995 revisions to the regulations that implement the CRA to make the
CRA evaluation criteria more performance oriented and less subjective (see Federal Reserve press release, April
21, 1995); enhanced enforcement of the nation’s fair lending laws; a relaxation of regulatory restrictions on the
ability of banking organizations to establish branch offices; and a relaxation of restrictions on interstate bank
(continued...)



Banking institutions have been centrally involved in a variety of ways in much of this
lending to low- and moderate-income populations and areas, as well as in lending to small
businesses and small farms. Many of these ingtitutions, particularly the larger ones, have created
specia units and programs to foster CRA-related lending; have developed new credit products
that feature underwriting guidelines that are generally more flexible than those for other products;
have established or helped sponsor programs that educate and counsel prospective borrowers,
have tapped into government and other lending programs targeted to low- and moderate-income
populations and small firms; and have coordinated their activities with a wide range of third
parties, both private and public. In addition, many banking institutions have offered pricing
incentives for these targeted loans and have instituted special procedures to mitigate the credit
risk associated with such loans, including enhanced monitoring of the repayment patterns of
borrowers and early intervention procedures for borrowers who fail to make timely payments.

In spite of this wealth of experience, little systematic information is publicly available
about the delinquency and default (performance) and profitability of CRA-related lending
activities. Developing estimates of the performance and profitability of CRA-related lending can
be difficult for several reasons. First, to evaluate the performance of such loans, one must be able
to identify CRA-related loans, not only at the time of origination or purchase, but also up to the
point when they are paid off or default. Banking institutions often do the former but may not do

the latter. Second, in determining the profitability of these loans, institutions must properly

#(...continued)
acquisitions. The easing of these latter restrictions has resulted in increased opportunities for more large bank
mergers and acquisitions, which have drawn considerable public attention and scrutiny regarding their effect on
local communities.



allocate all costs and revenues, including overhead. These calculations are often complex.
Further, those banking institutions that are able to make such estimates often may view these data
as proprietary. As aconseguence, in previous research, information on the performance and
profitability of CRA-related lending has had to be cobbled together from many indirect sources,
significantly complicating analyses and making it difficult to draw firm conclusions.

To learn more about the performance and profitability of CRA-related lending activities, in
November of 1999 the Congress directed the Board to conduct a comprehensive study that
focused (1) on the delinquency and default rates of loans made in conformity with the CRA and
(2) on the profitability of such lending.> The Board was further directed to make available to the
public the data used as the basis of the study.

Because relatively little systematic information is available on the performance and
profitability of CRA-related lending, the Board determined that a study would be most
informative if it collected new and systematic data on the experiences of banking institutions with
CRA-related lending, both on an absolute and relative basis. To this end, the Board conducted a
specia survey of the largest banking institutions that focuses on their CRA-related lending
experiences. These institutions were selected primarily because they extend a mgority of the
CRA-related loans originated by all banking institutions.

This report presents the findings of the Board's survey. The first section provides
background on why the performance and profitability of CRA-related lending might differ from
that of other lending and reviews the previous research on thistopic. Section two describes the

survey of banking institutions that the Board conducted to gather information on the performance

®Section 713 of the Gramm-Leach-Bliley Act of 1999 (Pub. L. 106-95).
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and profitability of CRA-related lending activities. Section three describes the process the Board
undertook in conducting the survey. In the fourth section, results regarding the nature of
responses and other presentation issues are discussed. The main results of the survey are
presented in sections five and six. Section seven explores the robustness of these results. A
concluding section discusses several analytical issues that readers should bear in mind in

considering survey results.



1. The Performance and Profitability of CRA-Related L ending:
| ssues and Evidence

A key objective of the study is to determine if, on average, there are significant differences
between the performance and profitability of CRA-related lending and other lending for agiven
product type. If they exist, such differences would manifest themselves along one or more of the
following dimensions: costs of origination, costs of servicing, pricing, or credit risk.

Differences in performance and profitability may arise if a banking institution makes
specia efforts to respond to the CRA. Banking institutions can respond to the CRA in avariety
of ways. Institutions, for example, may take steps to identify more households with low and
moderate incomes and in low- and moderate-income neighborhoods that would qualify for loans
under their traditional underwriting guidelines. Measures institutions can take in this regard
include increased training of staff to better recognize viable lending opportunities, more intensive
marketing and other outreach activities, and consumer education. Lenders may also seek to
increase lending to low- and moderate-income populations and neighborhoods by modifying their
underwriting guidelines. Lenders may change the standards for their entire lending program or
establish more narrowly targeted specia lending programs--which might involve the application of
flexible underwriting standards, enhanced risk mitigation activities, reduced interest rates or
waivers, or reduced fees--in order to serve these populations.

Loans originated as a result of these efforts may differ from other loans in terms of the
components of profitability and performance mentioned above. For example, compared with
other loans, those extended as aresult of activities such as intensive marketing and consumer
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education may have different origination and servicing costs and may also have a different credit-
risk profile. Price subsidies, if offered by a banking institution, are likely to make CRA-related
loans less profitable; however, if the price subsidies are provided by third parties, they may make
CRA-related loans more profitable for the originating institution. Similarly, if abanking
ingtitution lowers its underwriting standards for CRA-related loans, the credit risk it facesis likely
toincrease. If, however, third parties provide credit-risk guarantees, the institution may actually
be exposed to less credit risk for these loans.

Importantly, even if a banking institution makes no special efforts to respond to the CRA,
the performance and profitability of CRA-related loans may differ from that of other loans for a
variety of reasons. Differencesin performance and profitability can arise ssmply from differences
between the characteristics of CRA-related and those of other loans. For example, if CRA-related
loans are smaller than other loans on average, they may be less profitable on a per-dollar basis
because of the fixed costs associated with many origination and servicing activities. Similarly, the
profile of loan-to-value ratios of CRA-related loans may differ systematically from that of other
loans, which would imply differences in credit risk. In addition, differences in prepayment
propensities could also affect the relative performance and profitability of CRA-related and other
lending. It isimportant to note that differences along any of these dimensions does not
necessarily imply that there will be differences in profitability if the loans are priced to reflect the

differencesin risk or if the risks are shared with third parties.

Summary of Previous Resear ch

The previous research on the performance and profitability of lending does not provide definitive



conclusions regarding the absolute and relative performance and profitability of CRA-related
lending activities. Almost no research directly assesses the performance and profitability of CRA-
related lending. Very few studies use a definition of CRA lending that focuses on the types of
loans given particular emphasis in the evaluation of an institution’s record of CRA performance
under the current CRA regulations. Nearly all of the publicly available research in this area
focuses on residential one- to four-family mortgage lending. In large part because of alack of
available data, very little is known about the performance and profitability of non-mortgage CRA-
related lending activities such as small business and community development lending. Even within
the mortgage lending category, amost all of the available evidence pertains to loans originated for
the purchase of a home or the refinancing of such loans. Very little is known about the
performance of CRA-related home equity and home improvement loans.

In addition, researchers have not distinguished between loans originated by institutions
covered by the CRA and those that are not, such as independent finance and mortgage companies.
The research also has not distinguished between loans originated by CRA-covered institutions
within and outside their CRA assessment area.

The existing research provides, at best, only indirect inferences regarding CRA-related
lending activities. A number of researchers have used large pools of loans that make no direct
distinctions between CRA-related loans and other loans. Some inferences may be drawn from this
research regarding differences in the performance and profitability of CRA-related lending and
other lending based on specific characteristics of individual loans. For example, observed
relationships between delinquency, default, and prepayment rates and the income level of the

borrower have been viewed as indicators of the relative performance of CRA-related lending and



other lending (see Appendix A).° The evidence indicates that borrower income is generally
negatively related to delinquency and default, which implies that CRA-related loans--many of
which are to low- and moderate-income borrowers--would become delinquent and enter default
more often than non-CRA-related loans.’

Other researchers have used the performance and profitability of other loan classifications
as proxies in evaluating CRA-related lending. The most common proxy has been the performance
of loans originated under affordable home mortgage lending programs, which are targeted lending
programs that often involve the application of nontraditional and more flexible underwriting
standards (see Appendix B). Although this group of loans does not include the full range of
CRA-related mortgage loans--for example, many CRA-related mortgage loans are originated

under traditional lending programs--many affordable home loans are CRA-related.? As aresult,

®Nearly all publicly available information on differences in delinquency, default, and prepayment rates
among CRA-related and other loans includes relative differences in rates (the ratio of one rate to another rate)
rather than actual levels. Some research has focused explicitly on differences in the credit risk of CRA-related
loans and other loans, but in many cases the results have been proprietary and not released to the public. The
research that has been made public typically has been done in such away that proprietary information has not been
released.

"For example, see James A. Berkovec, Glenn B. Canner, Stuart A. Gabriel, and Timothy H. Hannan,
“ Discrimination, Competition, and Loan Performance in FHA Mortgage Lending,” The Review of Economics and
Satistics, val. 2 (1998), pp. 241-50; George M. von Furstenberg and Jeffery R. Green, “ Home Mortgage
Delinquency,” Journal of Finance, vol. 29 (1974), pp. 1545-48; George M. von Furstenberg and Jeffery R. Green,
“The Effects of Race and Age of Housing on Mortgage Delinquency Risk,” Urban Studies, vol. 12 (1975), pp. 85-
89.

More generally, research has consistently found that the level of equity in ahome is a key determinant of
whether a borrower will default on a mortgage. However, evidence suggests that negative equity alone is not
sufficient for a default to occur, as only a small proportion of borrowers with negative equity in their homesin any
given year actually default. Factorsthat cause disruptions in income or reductions in wealth, also known as
“trigger events,” seem to play an important role as well, particularly regarding the incidence of delinquency. See,
for example, Chester Foster and Robert Van Order, “ An Option-based Model of Mortgage Default,” Housing
Finance Review, vol. 3(4) (1984), pp. 351-72; Kerry D. Vandell and Thomas Thibodeau, “Estimation of Mortgage
Defaults Using Disaggregate Loan History Data,” Journal of the American Real Estate and Urban Economics
Association, vol. 2 (1985), pp. 292-316.

8Every loan extended under affordable home mortgage lending programs may not be a CRA-related loan.
(continued...)



the performance of loans originated under these programs can provide some useful insights about
the performance and profitability of CRA-related mortgage lending.

Most research on the performance of affordable home mortgage lending programs has
focused on credit risk.° Evidence on the performance of these programs comes from many
different sources. Much of the literature comes from larger banking institutions and from those
ingtitutions that buy or insure loans. In particular, Fannie Mag, Freddie Mac, and a number of
private mortgage insurance (PMI) companies have al done studies of the performance of their
affordable home loan portfolios.*

Evidence on the delinquency, default, and prepayment experiences that mortgage market

participants have had with affordable home loans has been fairly consistent. Affordable home

§(...continued)
For example, many mortgages extended under such programs are originated by institutions, such as independent
mortgage companies, that are not covered by the CRA or by banking institutions that are lending outside their
CRA assessment area. Thus, it isimportant to keep in mind that affordable home mortgage programs are only a
rough proxy for CRA-related mortgage lending.

°A few studies have focused on profitability (discussed below), but amost no information is publicly
available regarding differences in origination and servicing costs and pricing between CRA-related loans and other
loans. Publicly available data provide some information about origination and servicing costs generally, but these
data do not distinguish between CRA-related loans and others. Similarly, general information about loan pricesis
available, but the volume of loans originated at different pricesis generally not known. Most important in this
regard is the absence of information on the relative pricing of CRA-related and other lending. Finally, to the
extent that banking institutions track such information, the results of internal analyses of differencesin costs and
pricing across groups of loans are typically proprietary and are not available to the public.

Fannie Mae and Freddie Mac are secondary market institutions that purchase conventional mortgages
almost exclusively, accepting all or part of the credit risk of the mortgages they purchase. Many of the mortgages
they purchase are securitized, while others are held directly in their portfolios. PMI companies provide credit
enhancements on conventional mortgages that have lower downpayment amounts. Private mortgage insurance
reduces a lender’s credit risk by insuring against losses associated with default on aloan up to a contractually
established percentage of aclaim. Both the secondary market institutions and the PMI companies have developed
and offer affordable lending programs. Because of the size and nature of these organizations, they have extensive
experience with such loans.

For a more extensive discussion of the experiences of these organizations, see Robert B. Avery, Raphael W.
Bostic, Paul S. Calem, and Glenn B. Canner, “Credit Risk, Credit Scoring, and the Performance of Home
Mortgages,” Federal Reserve Bulletin, vol. 82 (July 1996), pp. 621-48.
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loans tend to have higher delinquency and default rates than loans extended using traditional
underwriting criteria. Freddie Mac, the Mortgage Guarantee Insurance Company (MGIC), the
United Guaranty Corporation, GE Capital Mortgage Corporation, and the Consumer Bankers
Association all have reported that delinquency rates for affordable home loans have been higher
than those for other home loans that are purchased or insured. For example, MGIC reported that
the delinquency rate on the affordable home loans it insured in 1994 and 1995 was 2.3 times
higher than on standard conventional loans with a5 percent downpayment.** However, the
evidence also suggests that the vast majority of borrowers relying on MGIC’ s affordable home
loan products are current on their mortgage payments.*?

Reports by individual banking institutions suggest that there is considerable variation in
experiences with affordable home lending products.** For example, both NatWest and Bank of

America have reported that the delinquency rate was lower for loans made under their affordable

15nigdha Prakash, “ Freddie Sounds a Delinquency Alarm on Popular Lower-Income Mortgage,”
American Banker (July 21, 1995), pp. 1 and 8; Robert S. England, “ A Cloud Over the Business,” Mortgage
Banking (October 1996), pp. 86-101; Gordon H. Steinbach, “ Ready to Make the Grade,” Mortgage Banking (June
1995), pp. 36-42; Avery, Bostic, Calem, and Canner (1996); and Fritz ElImendorf and Karin C. Brough,
“Consumer Bankers Association Affordable Mortgage Survey,” Consumer Bankers Association, Arlington,
Virginia (1995). For results of analyses done by Freddie Mac, see Michael K. Stamper, “ Revisiting Targeted
Affordable Lending: Fresh Evidence Finds Far Lower Default Rate,” Secondary Mortgage Markets, vol. 14
(October 1997), pp. 16-21.

2For an analysis by Freddie Mac, see Prakash, “Freddie Sounds a Delinquency Alarm.” The same point
was conveyed by former Comptroller of the Currency Eugene A. Ludwig in a discussion of the results of a 1997
survey by the Office of the Comptroller of the Currency (OCC) of the performance of affordable home loans
extended by national banks. That survey found that loss rates were about the same for affordable home loans as for
other real estate loans, but that delinquency rates were higher for affordable home loans. Eugene A. Ludwig, “The
Quiet Revolution,” Mortgage Banking (September 1997), pp. 24-30.

Participants in the NeighborWorks network--a regional lending consortia organized by the
Neighborhood Reinvestment Corporation (NRC)--have also had varied experiences regarding the performance of
their affordable home lending programs. Some have experienced delinquency rates close to those experienced
industry-wide; others report that their delinquency rates exceed industry averages. See George Knight, “ A Solid
Foundation for Affordable Lending,” Mortgage Banking (1996), pp. 69-76.
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home loan programs than for loans made under their conventional lending programs.** By
contrast, other lenders have had experiences more similar to those of the secondary market
institutions and PMI companies. For example, both Countrywide and NationsBank (now merged
with Bank of America) have reported that their affordable home loan portfolios have had higher
delinquency rates than their other conventional home loans.™®

Researchers have found that an important determinant of relative delinquency rates
between loans in affordable home lending programs and those in traditional lending programs has
been whether the affordable home loans featured a “layering of risk.” Layering of risk occurs
when severd criteriathat are used to judge the creditworthiness of aloan applicant are jointly
eased in order to qualify the applicant for credit. Using apool of loans from Freddie Mac's
affordable home loan programs, researchers at Freddie Mac found that most of the differencein
performance between affordable home loans and other loans could be attributed to the layering of
risk.’ Affordable home loans that did not feature layering of risk performed similarly to loansin
the rest of Freddie Mac’s portfolio. Mortgage market participants have taken steps to address
thisissue by clarifying the circumstances under which multiple underwriting flexibilities may be
combined when evaluating the creditworthiness of prospective borrowers.

Aside from research on affordable home mortgage lending programs, there are additional

1See Avery, Bostic, Calem, and Canner (1996).

1Snigdha Prakash, “ Delinquencies May Jeopardize Future of Low-Income Lending,” American Banker
(September 19, 1996), pp. 1-2. Research conducted by an economist at CitiMortgage produced similar results
regarding default. See Michael LaCour-Little, * Does the Community Reinvestment Act Make Mortgage Credit
More Widely Available? Some New Evidence Based on the Performance of CRA Mortgage Credits,” paper
presented at the mid-year meetings of the American Real Estate and Urban Economics Association, June 1998.

eStamper, 1997.
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studies that provide indirect evidence on the performance of CRA-related lending. In 1992, the
Congress asked the Board to prepare a study comparing the risks and returns to federally-insured
depository ingtitutions of lending in low-income, minority, and distressed neighborhoods with the
risks and returns of lending in other neighborhoods.*” In preparing the study, the Board
sponsored roundtable discussions with banking institutions and other lenders active in extending
credit to low- and moderate-income populations and areas. Overall, roundtable participants
generaly held the view that the costs of originating and servicing loans made under CRA-related
and affordable home loan programs were greater than those incurred on other loans of a similar
product type and that delinquency rates, but not necessarily default rates, were higher.

Along similar lines, Freddie Mac conducted a broad-based analysis that focused on the
effect of borrower and neighborhood income on lending performance. The study found that both
borrower income and neighborhood income were inversely related to the probability of loan
default, and that the neighborhood income relationship was more negative and more stable. In
both cases, however, the magnitude of the relationship was relatively small. In addition, neither
income measure was found to have large effects on the costs of credit risk. The most important
predictor of loan default and loss severity was the contemporaneous |oan-to-value ratio.™®

Prepayment propensity can be an important factor affecting the profitability of lending.

The limited research to date on prepayment propensities for CRA-related mortgage lending

Board of Governors of the Federal Reserve System, “ Report to the Congress on Community
Development Lending by Depository Institutions’ (Board of Governors, 1993). Prior to this report, most of the
information on the performance of CRA-related loans and on affordable home lending experiences was largely
anecdotal. For example, individual lenders would, on occasion, discuss their experiences at various forums and
conferences. Such exchanges, while useful, provided only limited information.

8Robert Van Order and Peter Zorn, “Income, Location and Default: Implications for Community
Lending,” Real Estate Economics (forthcoming).
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indicates that CRA-related mortgage loans prepay at a slower rate than other loans.™®
Consequently, these loans may have enhanced value to lenders in an environment of declining
interest rates, but less value in an environment of rising rates.

Research on the profitability of CRA-related lending has followed two approaches. First,
some researchers have focused on overall institutional profitability.®® These studies have generally
found that banking institutions that are relatively more active in CRA-related lending activities
have levels of profitability that are not significantly different from those of other institutions. The
second approach has been to survey banking institutions directly to obtain information about the
profitability of their CRA-related and other lending activities. The results of this approach in
previous research suggest that CRA-related mortgage lending is profitable for most institutions,

but not as profitable as other traditiona mortgage lending.*

¥In examining loan repayment patterns in the mid-1990s, a recent study found that the prepayment rate of
seasoned CRA loans was significantly lower than that of other seasoned conventional mortgage loans. The
analysts suggest a number of potential reasons for the lower propensity for prepayment of CRA loans: (1) favorable
loan terms associated with reduced interest rates for these loans when they are originated make refinancing less
attractive to borrowers; (2) the small balances and high loan-to-value ratios for most CRA loans limit the potential
gains from refinancing; (3) lower-income borrowers appear to be more sensitive to payment amounts than to
interest rate levels; (4) lower-income borrowers are less mobile than high-income borrowers; and (5) borrowers
with relatively small amounts of equity in their homes are less likely to “trade up” to another property. See Ned
Brown and Dale Westoff, “Packaging CRA Loans into Securities,” Mortgage Banking (May 1998), pp. 32-41.

XThe earliest analysis of this type was undertaken by the Federal Reserve for its 1993 “ Report to the
Congress on Community Development Lending by Depository Institutions.” This research was followed by two
later studies. Two Federal Reserve economists compared the profitability of commercial banks that specializein
mortgage lending to lower-income borrowers and neighborhoods with the profitability of other commercial banks.
For the details of this research, see Glenn Canner and Wayne Passmore, “ The Community Reinvestment Act and
the Profitability of Mortgage-Oriented Banks,” Finance and Economics Discussion Series, 1997-7 (Board of
Governors of the Federal Reserve System, July 1997), pp. 1-31. Researchers at the Office of Thrift Supervision
and the Federal Home Loan Mortgage Corporation conducted a similar analysis for savings associations. For the
details of this research, see David Malmquist, Fred Phillips-Patrick, and Clifford Rossi, “ The Economics of Low-
Income Mortgage Lending,” Journal of Financial Services Research, vol. 11 (1997), pp. 169-88.

2The Federal Reserve Bank of Kansas City took this approach to evaluate the relative profitability of
seasoned CRA mortgage lending programs and identify possible sources for any observed differencesin
profitability. In 1995, surveys were sent to 600 large banking institutions, of which 97 responded. The survey
(continued...)
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2. A Survey of the Performance and Profitability of CRA-Related
Lending

Section 713 of the Gramm-Leach-Bliley Act directs the Board to “conduct a comprehensive study
... of the Community Reinvestment Act of 1977, which shall focus on (1) the default rates; (2)
the delinquency rates; and (3) the profitability; of loans made in conformity with such Act.” In
response to this directive, the Board decided to conduct a special survey of banking institutions to
obtain new and systematic data on lender experiences with such lending.

The Board determined that a survey of banking institutions would provide the best and
most reliable information on the performance and profitability of CRA-related lending. Such a
survey could potentially overcome many of the limitations of previous research. First, the survey
structure alows for the gathering of information on a broader range of CRA-related lending
activities by including activities other than just residential mortgage lending. Second, because the
survey can target banking organizations, the survey can directly assess the performance and
profitability of CRA-related lending. Banking organizations can identify those loans that are

CRA-related and are the only organizations that potentially have information on the performance

2(,..continued)
found that 98 percent of the respondents reported that their CRA-related lending was profitable. There was
substantial variation, however, in the degree of profitability. Of these, about three-quarters reported that their CRA
lending was less profitable than their traditional lending. Twenty-four percent indicated that their CRA lending
was as profitable as, or more profitable than, their traditional mortgage lending.

Survey responses suggest that those institutions with more profitable CRA lending programs were more
likely to manage and service their CRA loans the same as they managed and serviced loans originated under
traditional mortgage lending programs. Survey responses also suggest that differencesin profitability across
institutions were driven more by the level of delinquency in their CRA lending portfolio, which affected
management and servicing costs, than by credit losses arising from CRA-related lending activities. Nearly all
respondents reported that the easing of credit standards associated with CRA program lending did not lead to
appreciable increases in loan losses.
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and profitability of those loans.?

Further, the Board believed that learning about the underlying sources of observed
performance and profitability differences, if they exist, could lead to a greater understanding of
the relevant issues. A survey approach allows for the gathering of detailed information on these
sources, including information on credit risk, origination and servicing costs, and pricing (interest
rates and fees). Such a comprehensive approach would not be possible using other research

methods.

Survey Sample

The sample was restricted to roughly the largest 500 retail banking institutions because
these institutions account for most CRA-related lending nationwide. These institutions are
estimated to account for over 70 percent of one- to four-family home lending and community
development lending. To obtain a representative sample for the roughly 9,600 remaining banking
institutions would have required at least doubling the size of the sample but would not have
substantially increased the proportion of CRA-related lending covered by the survey.

Sample selection was based on the dollar amount of projected total assets as of December

2 The Home Mortgage Disclosure Act of 1975 (HMDA) generally requires banking institutions (and
certain other mortgage lenders) that have or are deemed to have offices in metropolitan areas to annually report
and disclose to the public data for each housing-related loan originated or purchased during the year, including
information on loan location and borrower income. This information, coupled with information on the
institution’s CRA assessment area, is sufficient to estimate the institution’ s volume of CRA-related mortgage
lending. Similarly, the regulations that implement the CRA require all large banking institutions and smaller
institutions in large organizations to report information on small business, small farm, and community
development loans originated or purchased during the year, which is sufficient to estimate the institution’s volume
of CRA-related small business, small farm, and community development lending. However, in none of these cases
isinformation collected on performance or profitability.
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31, 1999.2 Banking institutions were selected based on the projected total assets of the
institution, and not on the projected asset size of their parent holding company or other affiliates,
if any. Because selection criteria focused on individua banking institutions, multiple affiliated
insured commercia banks and savings associations within certain holding companies were
requested to participate in the survey. In such an event, the banking institutions were asked to
provide separate responses for each sampled institution rather than a consolidated response for all
institutions within the holding company. Note that, because of the asset size restriction, not al
insured commercia banks or savings associations affiliated with a given bank or thrift holding
company were necessarily selected to participate in the survey.

Special purpose banks, such as credit card banks, and banks that do not have significant
retail business were not included in the sample. Although insured institutions within these
categories are subject to the CRA and many were large enough to meet the sample’s asset size
requirement, they are often evaluated on a different basis than other banking institutions under the
CRA. Institutions headquartered outside the fifty states and the District of Columbia aso were
excluded due to potentia difficulties in distinguishing between domestic and foreign operations.
In addition, institutions that were acquired between December 31, 1999 and the survey mailing
were excluded, because of the impracticality of collecting aresponse for the institution from the
acquiring entity. The institutions remaining after these exclusions were ranked by asset size and

the largest 500 were selected for the survey mailing. The mail sample consisted of 400

Zprojections of total assets for December 31, 1999, were based on the September 30, 1999, Bank Call and
Thrift Financial Reports (adjusted for mergers between September and December) because the sample of banking
institutions for the survey needed to be selected before the availability of the actual end-of-year Call and Thrift
Financial Report data.
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commercia banks and 100 savings ingtitutions, ranging in size from about $870 million to more

than $500 billion in assets.

Survey Instrument

The survey instrument was developed by Board staff and incorporated comments and
suggestions from the Congress, banking institutions, community-based organizations, nonprofit
organizations involved in CRA-related lending activities, and other government agencies. It was
designed primarily to collect information on the performance and profitability of CRA-related and
overall lending for different types of loan products from a sample of banking institutions covered
by the act. A limited number of questions were aso included regarding other benefits banking
institutions receive from their CRA-related lending activities. However, the survey did not seek
to assess the effect of CRA-related lending on local communities. The Gramm-Leach-Bliley Act
directed that the U.S. Department of the Treasury report on this aspect of the CRA.

In developing the survey, the Board was guided by language in the congressional directive
to focus on “loans made in conformity with [the CRA].” Accordingly, the survey focused on the
lending activities of banking institutions that are given particular emphasisin analyzing CRA
performance, and did not address nonlending activities that may be considered in a CRA
performance evaluation, such as making CRA-qualified investments or providing retail banking
services. Thisdirective aso implies that the current regulations implementing the CRA should be
used as the appropriate way to identify loans “ made in conformity” with the Act.

In light of the directive to “conduct a comprehensive study,” the Board determined it

would be appropriate for the survey to include a number of features. First, because the
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circumstances of individual banking institutions vary, the Board determined that the survey should
seek information on both absolute and relative measures of the performance and profitability of
CRA-related lending. Relative measures were likely to provide a more complete assessment of
the performance and profitability of CRA-related lending activities.

Second, the Board determined that the survey should collect information separately for
specific loan product lines, since banking institutions differ in the mix of products they offer.
Without disaggregated information, performance and profitability are difficult to compare across
banking institutions because they can vary significantly across product lines. Third, the Board
determined that the survey should collect both quantitative and qualitative information on
performance and profitability, because of a concern that some banking institutions may not
maintain sufficient quantitative data to complete the survey or may use different methods to
quantify performance and profitability.

Fourth, the Board determined that the survey should gather contextua information on
CRA-related and overall lending activities--such as loan volumes and the distribution of loans
within product types along various dimensions. Such information can be useful in interpreting any
observed differences in performance and profitability between CRA-related and other lending and
across banking ingtitutions. In this spirit, the Board also decided to gather information on
differences between CRA-related and other lending regarding the major components of
profitability, such as origination and servicing costs, and pricing.

Finally, athough most CRA-related loans are originated under traditional lending
programs, some banking institutions also have established specia lending programs designed to

enhance their CRA performance. Special lending programs may involve the application of flexible
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underwriting standards, enhanced risk mitigation activities, consumer education, and, in some
cases, reduced interest rates or waivers or reductions in fees.?* For some banking institutions,
specia lending programs are used to evaluate new approaches to serving populations that banking
institutions find more difficult to serve, either because of lack of information or special borrower
circumstances. These programs may also be part of a competitive strategy that banking
institutions employ to gain or maintain market share and compete effectively for CRA-related
loans.

Because specia lending programs may constitute an important element of an institution’s
overall CRA-related lending program, the Board determined that a comprehensive survey on the
performance and profitability of CRA-related lending should gather information on such
programs. To understand the effect that special lending programs have on the activities of
banking institutions, more information than just the performance and profitability of these
programs should be collected, including details about their size and operation, the role of third
parties in implementing them, the reasons they were originally established, and the benefits the
banking institution currently receives from them.

The basic structure of the survey reflects these features. The survey questionnaire has two
parts. Part A, entitled “Survey of CRA Lending,” and Part B, entitled “ Survey of CRA Special
Lending Programs.” Part A requests information on lending in four loan product categories: (1)

one- to four-family home purchase and refinance mortgage lending; (2) other one- to four-family

A special lending program may or may not have been established primarily to originate CRA-related
loans. Some programs are set up simply to evaluate the performance and profitability implications of alowing
variations from traditional underwriting standards or other approaches for identifying potentially profitable
markets.
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residential lending, including home improvement and home equity lending but excluding home
equity lines of credit; (3) small business lending; and (4) community development lending. The
primary objective of this part of the survey was to obtain both absolute and relative information
on the performance and profitability of CRA-related loans in these product categories. Part B
requests information on special lending programs that banking institutions have developed or
participate in and use to specificaly enhance the banking institution’s CRA performance (referred
to as “CRA specia lending programs’).

In developing the survey instrument, the principles just outlined were used to provide
guidance on a number of specific decisions related to the survey content. The following sections

highlight the details underlying the most important of these decisions.

Selection of Loan Products

As noted above, the Board was directed to study experiences regarding “loans madein
conformity with” the CRA. The CRA regulations jointly issued by the four federal banking
agencies currently set forth the types of lending activities that may be considered by the agencies
in evaluating the CRA performance of a banking institution (see Appendix C). These regulations
place special emphasis on the review of an institution’s home mortgage, small business, and small
farm lending in its assessment areain addition to any community development lending the
institution may engage in.%®

Because of this regulatory focus, Part A of the survey was limited to the following four

%Under certain circumstances, a banking institution’ s consumer lending activities are also considered in
CRA performance evaluations. For most institutions, however, consumer lending is not a major element of their
performance evaluation.
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loan product categories: (1) one- to four-family home purchase and refinance mortgage lending;
(2) other one- to four-family residential lending, including home improvement and home equity
lending but excluding home equity lines of credit; (3) small business lending; and (4) community
development lending.?

An advantage of collecting information on these four loan categoriesis that banking
institutions are required to regularly collect and report information on loan originations and
purchases in these categories with sufficient borrower and geographic information to estimate the
volume of CRA-related and non-CRA lending.?” Because banking institutions have the ability to
identify these CRA-related loans at the time of origination or purchase, it was hoped that they
might also be able to provide information on the performance and profitability of CRA-related

loans over time.

%The CRA regulations were used as the basis for defining “small business loans’ and “community
development lending.” Those regulations generally define a“small business loan” to mean any loan to a business
in an original amount of $1 million or less. A “community development loan” is any loan or loan commitment
that has as its primary purpose community development.

Part A of the survey did not collect information about the performance and profitability of small farm
lending, consumer lending, or home equity lines of credit, even though small farm lending and, in some cases,
consumer lending are components of a CRA evaluation. Although small farm lending may be important to some
institutions, particularly smaller rural institutions, it does not constitute a significant component of overall CRA-
related lending. In addition, the survey did not collect information on consumer loans because they are not
universally considered in CRA performance evaluations. Finally, the reporting of home equity lines of credit is
optional under the HMDA.. To better ensure the uniformity of responses across banking institutions, institutions
were asked to exclude home equity lines of credit in their responses to the survey.

#These are the reports filed under the HMDA and the regulations that implement the CRA. Because the
HMDA and CRA reporting requirements do not cover al banking institutions and because of specific reporting
exceptions in these regulations, information is not available to classify all loans banking institutions originate or
purchase as CRA or non-CRA-related.
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Definition of a CRA-Related L oan
To conduct a study of the performance and profitability of loans made in conformity with the
CRA, one must first define such loans, referred to as “CRA-related loans” in thisreport. The
current CRA regulations again were used as a guide in establishing such a definition. Such a
guide minimizes the potential for confusion about what is meant by the term “ CRA-related loan.”

The CRA regulations require the banking agencies to evaluate the geographic distribution
of abanking institution’s home mortgage and small business lending activities, including (1) the
proportion of loans extended within the institution's assessment area, as distinct from its lending
outside of its assessment area, and (2) the distribution of loans within the ingtitution's assessment
area across neighborhoods of differing incomes.?® Lending in low- and moderate-income
neighborhoods is weighed heavily for the latter in CRA performance evaluations.®

Regarding home mortgage and small business lending, the CRA regulations also require
the banking agencies to evaluate the distribution of a banking institution's lending within its
assessment area across borrowers of different economic standing. The exact definition of

economic standing varies with the loan product being examined. For mortgage and home

2ror purposes of evaluating CRA performance, each institution must delineate the geographic areas that
constitute its CRA assessment area. For aretail-oriented banking institution, the institution’s CRA assessment
area must include the areas in which the institution operates branches and deposit-taking ATMs and any
surrounding areas in which it originated or purchased a substantial portion of its loans. In addition, an
institution’ s assessment area may not reflect illegal discrimination or arbitrarily exclude low- and moderate-income
areas (taking into account the institution's size and financial condition) and must consist of whole census tracts or
block numbering areas. For a more complete description of these issues, see 12 CFR 228.41.

®For assessing the distribution of loans by neighborhood income, neighborhoods are grouped as low-,
moderate-, middle-, or upper-income. A low-income area (typically a census tract) is defined as an areain which
the median family income is less than 50 percent of the median family income for the broader area (such as a
metropolitan statistical area or the nonmetropolitan portion of a state). In a moderate-income area, the median
family income is at least 50 percent and less than 80 percent of that for the broader area. In a middle-income area,
the percentage ranges from at least 80 percent to less than 120 percent. And in an upper-income area, the
percentageis at least 120 percent.
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improvement lending products, CRA assessments consider the distribution of loans across low-,
moderate-, middle-, and upper-income borrowers, with a specia focus on lending to low- and
moderate-income borrowers.*® For small business lending products, assessments consider the
distribution of small loans (loans of $1 million or less) across businesses with differing levels of
revenue, with a particular focus on loans to firms with annual revenues of $1 million or less.

In light of these provisions, a CRA-related loan was defined in a manner consistent with
the geographic and borrower characteristics emphasized by the CRA regulations for each loan
product. For one- to four-family residential mortgage lending, a CRA-related loan was defined to
mean any loan made within the banking institution’s CRA assessment area to alow- or moderate-
income borrower (regardless of neighborhood income) or in alow- or moderate-income
neighborhood (regardiess of borrower income).** For small business lending, a CRA-related loan
was defined as any small business loan (as defined in the CRA regulations) made within the
banking ingtitution’s CRA assessment area to a firm with annual revenues of $1 million or less
(regardless of neighborhood income) or in alow- and moderate-income neighborhood (regardiess
of firm size).

These definitions also determine the set of loans that comprise the comparison groups

used for the relative performance and profitability assessments. For home purchase and refinance

®Borrower income categories follow the same groupings as those for neighborhoods, but rely on the
borrower's income relative to that of the median family income of his or her MSA or nonmetropolitan portion of
the state depending upon the location of the borrower.

*The focus on lending to low- and moderate-income populations and areas within an institution’s CRA
assessment area recognizes the weight given to such lending by the regulatory agencies when conducting certain
CRA performance evaluations. Non-community development lending to low- and moderate-income populations,
small businesses, and small farms located lending to areas outside an institution’s CRA assessment area also are
considered by regulators under certain circumstances, but carry significantly less importance in performance
evaluations. Community development lending is treated differently.
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and home improvement lending, the comparison group of loans is the set of loans that is either
made outside the banking institution’s CRA assessment area or to a middle- or upper-income
borrower in amiddle- or upper-income neighborhood within the banking institution’s CRA
assessment area. The comparison group for small business lending consists of any small
business loan made outside the banking institution’s CRA assessment area or made in amiddle- or
upper-income neighborhood to a firm with revenues exceeding $1 million.

The CRA regulations treat community development lending differently. Community
development lending generally must have a primary purpose of benefitting low- and moderate-
income neighborhoods, low- and moderate-income individuals, or small businesses and farms.
Accordingly, the CRA regulations do not require the agencies to separately consider the
distribution of an institution’s community development lending across neighborhoods of different
income levels or borrowers of different economic standing. For these reasons, in the community
development lending portion of the survey, a CRA-related community development loan was
defined as any community development loan (as defined in the CRA regulations) considered in an
institution’s CRA performance evaluation. Since the CRA regulations permit a community
development loan to benefit the institution’ s assessment area or a broader geographic areain
which the assessment areais located, community development lending can include loans outside

the institution’s CRA assessment area.

Definition of Performance and Profitability
In studying CRA-related lending, the Gramm-Leach-Bliley Act directed the Board to focus on

delinguency and default rates, which are collectively referred to here as performance. The survey

25



uses two measures of delinguency--30-89 days past due and 90 days or more past due or non-
accruing--which are commonly used in the industry and are regularly tracked and disclosed in
regulatory reports filed by lending institutions.** The survey gathers information on the
percentage of loans that were delinquent on December 31, 1999. Measuring delinquency is
complicated by the fact that banking institutions often sell a portion of the loans they originate and
thus may have little information on their performance. Consequently, the survey collected
information about the delinquency experiences for loans held in the banking institution’s portfolio,
and for those that were originated, later sold, but still serviced by the originating institution.®

Unlike the case of delinquency, there is no commonly held definition of default. For the
survey, information was collected on a closely related measure--an institution’s net charge-off
rate. For agiven loan, the net charge-off is the total dollars owed at default minus any recoveries.
Aningtitution’s net charge-off rate is calculated by summing its loan-level net charge-offs over a
period of time (for the survey, calendar year 1999) and dividing this amount by the average
outstanding loan balances over the period.

For both the delinquency and charge-off rates, quantitative data were collected separately
for overall lending and CRA-related lending for each loan product. In addition, qualitative

information was collected on the relative credit losses of CRA-related and other lending.

*These reports are the Report of Condition and Income (Bank Call Report) for commercia banks and
some savings associations and the Thrift Financial Report for the remaining savings associations.

#If the performance of the loans that are sold differs systematically from the performance of the loans the

institution holds in portfolio, then responses about the performance of lending based only on portfolio loans would
be biased.

26



Institutions were asked whether the credit losses associated with their CRA-related lending were
“higher,” “somewhat higher,” “about the same,” “somewhat lower,” or “lower” than the credit
losses associated with their other lending.

Measuring profitability offered special challenges. First, there are various ways to
calculate dollars of profit for aloan or program. For the survey, profit from alending activity was
measured using a comprehensive definition that included all “revenues and costs associated with
origination, servicing, pricing, delinquency, default and losses, prepayment, loan sales and
purchases, and related customer account business.” Although not stated explicitly, overhead was
intended to include the costs of permanent and working capital (sometimes referred to as a hurdle
rate). Under this definition, a positive profit would imply a profitable program.

Dollars of profit may not be a meaningful measure of profitability, as programs may differ
in size, for example. Therefore, profitability istypically expressed as arate. Because profits are
returns to shareholders, the return on equity (ROE) is the appropriate measure to use and thus
was selected as the measure used in the survey.® In determining the ROE, institutions were asked
to consider all the components of profitability discussed above. Accordingly, an ROE greater

than zero would indicate a profitable program.

*There is no generally agreed upon measure of profitability, although the ROE and the return on assets
(ROA) are both commonly used. Calculating the ROE or the ROA for a program requires the allocation of equity
or assets, respectively, toit. The ROA is commonly used because it can often be more easily calculated at a given
point in time. However, the ROA cannot be used to compare programs that have varying propensities for selling
their loans. For example, a banking institution that sells most of the loans it originates, and thus has few assets,
may appear to be extraordinarily profitable when measured using the ROA. Thus, comparing the ROA across
programs in which loans are sold at different rates can be misleading.
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Although the ROE is the most appropriate measure of profitability, discussions with
banking institutions suggested that some banking institutions might have difficulty calculating it
for individual loan programs. Consequently, the survey also collected detailed qualitative
information on profitability aswell. For example, banking institutions were asked if lending was
“profitable,” “margindly profitable,” “break even,” “marginally unprofitable,” or “unprofitable.”

Both the quantitative and qualitative questions regarding ROE were asked about overall
lending and CRA-related lending for each loan product. In addition, institutions were asked
whether the ROE for CRA-related lending was “higher,” “somewhat higher,” *about the same,”
“somewhat lower,” or “lower” than the ROE for other lending of asimilar product. If their
response to this qualitative question indicated that there was an ROE difference, institutions were

asked to provide a quantitative estimate of the ROE difference.

Gathering Contextual Information
The context in which banking institutions operate is an important factor that may influence the
absolute and relative performance and profitability of CRA-related lending. Contextual
information could be useful for fully understanding any differences in performance and
profitability that are observed in survey responses. The survey collected three types of contextua
information.

First, because differences in profitability across groups of loans could arise from
differences in any of the components of profitability--origination and servicing costs, pricing, and
credit losses--the survey asks qualitative questions about the relative values for each of these
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factors for CRA-related and non-CRA lending. Further, for each factor, the survey asks about the
specific sources of cost, price, or credit-loss differences.®

Second, because characteristics of groups of loans can vary greatly and this variation may
affect performance and profitability of these groups, institutions were asked to compare the
profitability of CRA-related lending and other lending controlling for a variety of loan
characteristics. Theseincluded loan size, product type (e.g., fixed or adjustable rate), loan
seasoning, and purpose.

Third, because the nature and size of loan programs can vary greatly across banking
institutions and because this variation may influence performance and profitability, a number of
mainly quantitative contextual questions were asked about the nature of each institution’s CRA-
related and overall lending. Institutions were asked to report the dollar volume of originations
and purchases and the dollar volume of outstanding loans for CRA-related loans and al loans
within each loan product category. In addition, severa contextual questions were also asked
about the characteristics of both CRA-related and all loans held in portfolio, such asthe
distribution of the loans by age, outstanding balance, third-party guarantee status, and type of
pricing (fixed versus adjustable interest rate). Each banking institution was also asked to identify

whether it relied on a distinct unit or department to originate its CRA-related loans, the role of

®An additional aspect of profitability is the costs incurred to comply with the CRA and other regulatory
reguirements that are not associated with lending per se, such as costs associated with reporting loan origination
and purchase activity. Asthe objective of thisreport is to gather information on the performance and profitability
of lending rather than the costs to comply with the technical provisions of the CRA or other laws, information on
these “regulatory compliance” costs was not collected in the survey. These costs, however, presumably are part of
overhead and in principle should be allocated to the appropriate lending activities in the calculation of profitability.
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afiliatesin their CRA-related lending activities, and the proportion of loans in each product

category extended under CRA special lending programs.

Gathering Information on CRA Special L ending Programs

The survey aso sought to obtain information that would help provide a better understanding of
the nature of special lending programs and the role they play in CRA-related lending. In Part B of
the survey, banking institutions were asked to provide detailed information on their 1999 CRA
specia lending programs, defined as any program that the institution established (or participated
in) and uses specifically to enhance its CRA performance.® CRA specia lending programs could
involve housing-related, small business, consumer, or other types of lending. In addition, CRA
special lending programs could involve loans beyond those considered as CRA-related lending in
Part A of the survey, as they could include loans extended outside the institution’s CRA
assessment area.

For the survey, CRA special lending programs could include special programs offered or
developed in conjunction with third parties, such as lending consortia, nonprofit organizations, or
government agencies that offer specia lending programs in which an institution participates.
However, traditional government-backed lending programs, such as those offered by the Federal
Housing Administration (FHA), the Department of Veterans Affairs (VA), or Small Business

Administration (SBA), were not considered to be CRA specia lending programs for the purposes

%A program would meet this definition only if one of the program’s documented purposes was to enhance
the institution’s CRA performance.
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of the survey, unless an institution provided a special enhancement to the program, such asa
formal education program or waiver of fees. In addition, community development loan programs
were not considered to be CRA special lending programs in the survey.

Because thereis great diversity among CRA specia lending programs, both within and
across banking institutions, the survey gathered information on the characteristics of each
program (up to five, ranked by size) that an institution offered. The survey also collected detailed
information on the performance and profitability of each of these programs. Finally, because it
was recognized that banking institutions may have established these programs for a variety of
reasons that go beyond their efforts to enhance their CRA performance, the survey asked
respondents to provide information on both the reasons these programs were developed originally

and the current benefits the programs provide to institutions.

Using the Most Recent Experiences

The questions in both parts of the survey focused on lending experiences based on 1999 calendar
year activity and on an ingtitution’s lending portfolio as of December 31, 1999.*" The survey thus
collected the most current information available. The focus on the most recent lending
experiences was intended to facilitate responses by surveyed institutions, as they aready had to
collect some of this information for regulatory reporting purposes. In addition, collecting

information on the performance and profitability of lending for years earlier than 1999 would have

$"The survey asks respondents to include the activities of affiliates in their responses to the same extent
that these firms' activities were considered in the respondent’s CRA performance evaluations.
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been problematic, as many larger banking institutions have been involved in mergers and
acquisitions over the past few years. It ishighly unlikely that consolidated entities could have
provided separate historical information for the individual institutions that now have been

combined into one entity.

Determining the Basisfor Survey Responses

Because of variation in the nature and extent of recordkeeping across banking institutions and
because of the short time frame established for the institutions to respond to the survey, it was
recognized that some institutions might not be able to provide exact answers for some questions.
To distinguish among responses based on (1) actual tabulations of requested quantities, (2)
estimates based on data and reasonable assumptions, or (3) educated guesses, most of the
guantitative and some of the qualitative questions in the survey were followed by a question

eliciting the basis for the response.
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3. Implementing the Survey

Participation by banking institutions in the survey was voluntary. On January 21, 2000, the 500
prospective respondents were mailed a copy of the questionnaire accompanied by a cover letter
from Chairman Alan Greenspan explaining the purpose of the survey and seeking their voluntary
cooperation in the study. Institutions were informed that responses to the survey would not be
used for supervisory purposes and that the information reported would not be made available to
the public in away that permitted the identification of the responses provided by a particular
institution. Banking institutions were asked to return their completed surveys by March 1, 2000.
To help ensure complete and accurate responses to the survey, the Board established a CRA-
survey assistance telephone line and set up a dedicated web site that included an electronic copy
of the questionnaire and a collection of questions and answers about the survey.*®

Although a March 1 deadline was established for the submission of survey responses, a
number of banking institutions submitted responses after this date. In total, responses were
received from 143 institutions--114 commercial banks and 29 savings associations (table 1).
Upon receipt at the Board, each survey response underwent extensive reviews. Aninitia review,
prior to data entry, focused on completeness and obvious errors and inconsistencies. Board staff
contacted institutions by telephone to resolve these problems. After data entry, the responses
were reviewed a second time. These computer-based, second-stage reviews focused on awide

range of issues, including response inconsistencies, logical errors, and seemingly implausible

#3ee www.federalreserve.gov/boarddocs/surveys/ CRAloansurvey/.
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values for delinquency or charge-off rates, for dollar volumes of loan originations and purchases,
or for outstanding balances. For delinquency and charge-off rates and for outstanding balances,
information from the Bank Call and Thrift Financial Reports were the basis for the comparison.
For loan volumes, data from the 1999 Home Mortgage Disclosure Act (HMDA) and CRA small
business loan filings served as the basis for comparison.* Potential problems identified at this
stage were also resolved to the extent possible through telephone contact with the respondents.

Despite thelir relatively small number, the 143 survey respondents (out of more than
10,000 banking institutions) account for about one-half of the assets of all U.S. banking
institutions as of December 31, 1999. They also account for about one-half of the dollars
associated with home purchase and refinance mortgage and home improvement originations in the
1999 HMDA filings estimated to satisfy the survey definition of CRA-related lending. Similar
estimates using 1999 CRA small business loan filings imply that respondents to this survey
account for about 40 percent of the dollars associated with small business |oan originations
estimated to satisfy the survey definition of CRA-related lending and about 45 percent of the
dollars associated with community development loan originations.

Overall, about 29 percent of the 500 banking institutions surveyed provided a response.
Commercial banks and savings ingtitutions responded at amost exactly the same rate. However,

institutions' response rates varied markedly by asset size. More than 80 percent (27 out of 33

*The 1999 HMDA and CRA small business and community development lending data will be made
available to the public in late July 2000 by the Federal Financial Institutions Examination Council. Preliminary
versions of this information were used in validating the accuracy of survey responses.
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sampled institutions in this asset category) of the surveyed banking institutions with assets of $30
billion or more as of December 31 returned a survey. In contrast, only about 19 percent (72 out
of 363) of the surveyed banking institutions with assets of less than $5 billion responded.
Institutions with assets between $5 billion and $30 billion had a response rate of about 40 percent.
Because these differences in response rates can potentially distort results, adjustments were made

in calculating summary measures. These are discussed in more detail in the next section.
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4. Presentation I ssues and Results Regarding the Natur e of
Responses

A series of issues shapes how the results of the survey are presented. These issues involve the
ability of respondents to provide answers to the quantitative questions of the survey and variation
in the calculation of profitability among respondents. In addition, the different sample response
rates by asset size discussed in the previous section also play an important role in the presentation

of results.

The Ability to Provide Quantitative Responses

Survey responses and extensive follow-up telephone interviews undertaken to clarify responses
suggest that, although banking institutions generally track the number and dollar amount of
originations and purchases of CRA-related lending as defined in the survey, few ingtitutions
collect information on and track the delinquency and charge-off rates and profitability of such
lending separately. As aresult, except for community development lending, fewer than half of the
banking institutions that responded to the survey provided quantitative information on the
performance of CRA-related lending (tables 2a and 2b). Less than a quarter provided responses
to quantitative questions on the absolute profitability of CRA-related lending. Thereisa
significant difference in the ability of respondents to provide responses to quantitative questions
for the overal lending and CRA-related lending categories. For overal lending, amost twice as
many respondents were able to provide responses to the quantitative questions on performance

and profitability.
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These patterns hold for each of the loan product categories, athough response rates for
guantitative questions were higher for home purchase and refinance lending than for home
improvement, or small business lending.”> For example, of the 140 survey respondents that did
home purchase and refinance lending, 61 were able to provide an estimate of their 30-89 day
delinguency rate for CRA-related lending; 116 were able to provide an estimate of the 30-89 day
delinquency rate for overall lending. By comparison, of the 116 respondents that did home
improvement lending, only 40 were able to provide an estimate of their 30-89 day delinquency
rate for CRA-related lending; 91 were able to provide an estimate of the 30-89 day delinquency
rate for overal home improvement lending.

Of the respondents that provided quantitative answers, the proportion that answered
guestions based on “actual tabulations’ as opposed to those that responded on the basis of
“estimates based on reasonable assumptions and data” or “educated guesses’ varies between
measures of performance and measures of profitability and between CRA-related and overall
lending. A substantially higher proportion provided quantitative responses based on actual
tabulations for measures of performance than for measures of profitability. The number of
responses based on actual tabulations for quantitative profitability measuresis quite small. For

example, fewer than 5 of the survey’s 143 respondents provided quantitative responses based on

“The comparative response rates across loan product categories are consistent with their regulatory
reporting requirements for performance information. Commercial banks and savings associations are required to
report delinquency and charge-off information for closed-end loans secured by one- to four-family residential
properties, most of which are one- to four-family home purchase and refinance loans. Performance information is
not reported for small business or home improvement loans as defined in this survey. (Thrift institutions report
performance information for unsecured closed-end home improvement loans. However, thisis only a small part of
overall home improvement lending for most banking institutions.)

37



actual tabulations for the profitability of CRA-related lending for any loan product. A somewhat
larger, but still relatively small, number of respondents provided a response based on actud
tabulations to the quantitative question on the absolute profitability of overal lending for each
product type. For example, 15 respondents provided a response based on actual tabulationsin
reporting the absolute profitability of their overall one- to four-family home purchase and
refinance lending.

Implications. Because relatively few banking institutions report quantitative answers,
guantitative estimates of performance and profitability measures provided in the tables presented
in this report must be viewed with caution. For example, given the small number of respondents,
reported means are potentially susceptible to afew extreme values. Therefore, to permit
assessments of the validity of quantities presented in the tables that follow, the tables present
tallies of the number of respondents whose information was used to calculate a given quantity.
Because so few institutions provided responses to quantitative questions based on actud
tabulations, the tallies do not distinguish between quantitative responses that were based on actud
tabulations and those that were based on estimates or educated guesses. Finaly, along with the
means of quantitative variables, the tables report median values for these variables. These median
values are |less sensitive to extreme values.

In addition, because of significant differences in the frequency of responses to quantitative
guestions for overall lending and for CRA-related lending, comparisons based on all responses
could be misleading. To address this concern, the quantitative figures for performance presented
in the tables are based only on those respondents that provided quantitative responses for both
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overal lending and CRA-related lending. For profitability, the qualitative results presented in the
tables are based only on those respondents that provided responses to the question on relative
profitability and to the qualitative questions on the profitability of both overall lending and CRA-
related lending. The quantitative figures for profitability presented in the tables are based only on
those respondents that satisfied the conditions for the qualitative portion of the table and further
provided a quantitative estimate of the relative difference in ROE between CRA-related and other
lending.** Although these restrictions reduce the sample sizes used in calculations somewhat, they
help to ensure that no biases are introduced because of differences in response rates for overal

and CRA-related lending.

Variation in Measuring Profitability (ROE)

In reviewing the responses to the quantitative questions on profitability in the survey, it appears
that respondents used at least two different approaches in calculating profitability (ROE). Some
banking institutions included the costs of capital (for example, interest) in reporting the ROE,
while it appears that others did not. For example, for some respondents an ROE of zero was
characterized as “break even,” while for others positive values well above zero were similarly
classified. For these latter respondents, the reported ROE presumably does not reflect the costs

of capital. Telephone conversations with respondents confirmed these impressions. More

“Those respondents that indicated that the ROE for CRA-related lending and other lending was “about
the same,” and were therefore not asked to quantify the ROE difference, were assigned a quantitative relative
difference of zero. These responses were used in calculating the figures in the tables.
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generdly, it is difficult to verify that all of the many components that are considered in calculating
profitability were used by al respondents. It is also possible that qualitative responses regarding
absolute profitability in the survey may have been affected by these differing measures of the
ROE.

Implications. Because the reported ROE measures may not be fully comparable across
banking institutions, numerical data on the absolute levels of the ROE for the different categories
of loans are not given in thisreport. Information is presented on the qualitative responses
regarding absolute profitability, but some caution should be exercised in interpreting these results
for similar reasons.

However, although consistency in the computation of profitability across institutionsis an
important issue for making comparisons of absolute profitability across banking institutions, it is
important to note that neither the quantitative nor qualitative measures of relative profitability for
programs within a banking institution would be affected by this issue as long as a banking
institution was consistent in how it calculated an ROE within a product category. Such
consistency of response seems highly likely, and telephone conversations with respondents
confirmed this view. For this reason, prominence is given to relative profitability measuresin this

report.

A Summary Measure of Survey Responses--Adjustmentsfor Nonresponse
In reporting the results of the survey, a summary measure of survey responses is presented in an
“All indgtitutions” column. The figures in this column represent an estimate of what the full survey
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responses would have been if al 500 of the sample institutions had participated and all
respondents had provided answers to all applicable questions.

The accuracy of this* All ingtitutions’ estimate relies upon the validity of the assumptions
needed to construct it. Key assumptions are those related to the treatment of sample and question
nonresponse. As discussed previously, the proportion of banking institutions that responded to
the survey varied significantly by asset-size group. As a consequence, unless behavior is the same
for ingtitutions across different asset-size categories, simple averages based on the answers
provided by respondents would provide a distorted * All institutions’ estimate of the survey
responses.

To address this concern, the figures for the “ All ingtitutions” columns in the tables are
calculated based, in part, using sample response adjustment factors reflecting the relative response
rates for respondents in the three asset-size classes (less than $5 billion, $5 billion to $30 hillion,
and $30 billion or more). The sample response adjustment factor for respondents with assets of
$30 billion or moreis 1.2 (or 33+27). Similarly, the sample response adjustment factor for
respondents with assets between $5 billion and $30 hillion is 2.4 (or 104+44) and for respondents
with assets of less than $5 billion, the adjustment factor is 5.0 (or 363+72).4

An additional adjustment problem in calculating responses for “ All ingtitutions’ arises
from the fact that many questions were not answered by a significant proportion of respondents.

For questions that are answered by all or nearly al respondents, thisis not a problem. For

“?This procedure assumes that the respondents within an asset-size category are representative of all
institutions in that asset-size category.
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guestions with a significant number of nonresponses, however, it was decided to adjust for
different propensities to answer questions by incorporating an additional question response
adjustment factor also based on asset size.

The genera procedure used to calculate question response adjustment factors was to
assume that respondents within an asset-size category that did not provide an answer to a
guestion would have the same response pattern as those that did. Thus, respondents who
answered each question were “blown up” to represent those who were asked the question but did
not answer. Respondents for whom a question is not applicable are not used in calculating “ All
ingtitutions” figures. For example, if 24 respondents were asked a question and 12 provided an
answer, these 12 were “blown up” to represent 24 institutions (i.e., each of the 12 was “blown
up” by afactor of 2). Question response adjustment factors were calculated separately for each
asset-size category because the responses varied by asset size.

Figuresin the* All institutions’ column are computed using these question response
adjustments in conjunction with the sample response adjustment factors discussed earlier. For
example, if the 24 respondents in the example above were large institutions, the total response

adjustment for each of the 12 institutions that provided an answer would be 2*(33+27) or 2.44.
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5. Results of Part A--The Survey of CRA Lending

Part A of the survey gathers information on the experiences of banking institutions in four broad
lending categories. home purchase and refinance lending, home improvement lending, small
business lending, and community development lending. For each product category, the survey
collects performance and profitability information for both CRA-related and overall lending, as
well as contextual information that allows for a greater understanding of any differencesin
performance and profitability that may be revealed by survey responses. The results for each of
the four loan product categories are discussed in the sections that follow.

Results are first presented on a*“ per institution” basis. As noted earlier, information is
presented separately for institutions in the three asset-size categories and for “ All institutions.”
The latter is calculated using the total response adjustment factors discussed in the previous
section and represents an estimate of what responses would have been if all surveyed institutions
had participated in the survey and al respondents had answered al applicable questions.

The results for performance and profitability are also presented on a*per CRA dollar”
basis. These figures are calculated using weights based on the dollar volume of CRA-related
loans that each institution reported they originated in each product areain 1999.* Figuresin the

“All indgtitutions” column of the per CRA dollar tables were calculated using total response

“If an institution did not provide the dollars of CRA-related loans it originated in its survey response, this
guantity was estimated using information provided in its 1999 HMDA or CRA datafiling. The proportion of
respondents that did not report the dollar amount of their CRA-related loan originations varies somewhat by
product type: 15 percent for home purchase and refinance lending, 27 percent for home improvement lending, 11
percent for small business lending, and 2 percent for community development lending.
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adjustment factors that were recalculated using CRA dollar-weighted sample and question
response adjustments. The “ All ingtitutions” figures in the CRA dollar-weighted tables represent
an estimate of what the distribution of CRA-related loan dollars originated across responses
would have been if all surveyed institutions had participated in the survey and al respondents had

answered all applicable questions.*

Home Pur chase and Refinance L ending

Among the loan products that receive primary attention in most CRA performance examinations,
home purchase and refinance lending has by far the largest origination volume (table 2¢). Itis
estimated that the 500 banking institutions sampled in the survey originated over $570 billion in
home purchase and refinance loansin 1999. This amount far exceeds the amount of lending in the
other loan product categories. These 500 institutions are estimated to have originated $117 billion
in small business loans, $12 hillion in home improvement loans, and $13 billion in community

development loans. This relative scale across loan product categories holds for CRA-related

“The choice of this particular weighting scheme was motivated by practical considerations. First, most
respondents provided quantitative data on the volume of CRA-related lending originated for all product areas.
Second, for those institutions that did not provide such information and for which imputations were necessary,
external data were available from the 1999 HMDA and CRA data filings that permitted reliable and reasonably
accurate imputations. Another advantage is that a single loan will not contribute to the weight of more than one
institution, as only one institution can have originated each loan.

There are other dollar-weighting schemes that could have been implemented. However, each suffers from
shortcomings. For example, weights based upon dollars associated with CRA-related lending each institution held
in portfolio could have been used. However, these values would have had to be imputed for more than half of the
respondents and no external hard data source that could be used for these imputations exists. As a second
example, aweight based upon loans originated and purchased could also have been used. However, this weight
can lead to a double-counting of loan dollars, as a single loan could be counted as an origination for one banking
institution and a purchase by another.
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lending as well, although the differences in volume across loan products is less extreme for home
improvement and small business lending because a higher proportion of these loans are CRA-
related. About 10 percent of all home purchase and refinance lending is CRA-related compared
with about 18 percent for home improvement lending and about 50 percent for small business
lending.

Profitability

Per institution analysis. Survey responses indicate that CRA-related home purchase and

refinance lending is either profitable or marginally profitable for most respondents (82 percent,
table 3a). About one-sixth of the respondents report that such lending is either marginaly
unprofitable or unprofitable. This pattern holds generally across banking institutions of different
asset size, although a greater proportion of large banking institutions (assets of $30 billion or
more) report that their CRA-related home purchase and refinance lending is either marginally
unprofitable or unprofitable than medium- (assets between $5 billion and $30 billion) or smaller-
sized (assets between $950 million and $5 billion) institutions.

Although CRA-related home purchase and refinance lending is reported to be at least
marginally profitable for most of the survey respondents, overall home purchase and refinance
lending is reported to be at least marginally profitable for an even larger proportion of these
institutions (94 percent). Moreover, for dlightly less than half (44 percent) of the respondents, the
profitability of CRA-related home purchase and refinance lending is reported to be either lower or
somewhat lower than that of other home purchase and refinance lending. However, the remaining
56 percent report that the profitability of their CRA-related and other home purchase and refinance
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lending is about the same as the profitability of their other home purchase and refinance lending.
None report that it is more profitable. Consistent with the pattern noted above, large banking
ingtitutions are more likely than smaller institutions to report that the profitability of their CRA-
related home purchase and refinance lending is lower than the profitability of their other lending in
this product category. For example, while 39 percent of the smallest banking institutions in the
sample report that the profitability of their CRA-related home purchase and refinance lending is
either somewhat lower or lower than the profitability of their non-CRA-related lending, 69 percent
of the largest banking institutions report this experience.

Respondents report that the ROE for CRA-related home purchase and refinance lending is
on average 1.8 percentage points lower than the ROE for other home purchase and refinance
lending. However, most respondents report the same ROE for CRA-related and overall home
purchase and refinance lending. This similarity of experienceis further reflected in the median
ROE difference, which is zero.

Per CRA dollar analysis. Weighting the responses by the amount of CRA dollars an

institution originated in 1999 produces results that differ somewhat from those computed on a per
institution basis (table 3b).* Regarding the profitability of CRA-related lending, the implications
for the profitability of home purchase and refinance lending are similar when viewed on a per

CRA-dollar basis as compared to a per institution basis. For example, 84 percent of CRA-related

“Large ingtitutions are estimated to account for 57 percent of the dollars of CRA-related home purchase
and refinance loans originated in 1999 by surveyed institutions but constituted only about 7 percent of surveyed
ingtitutions. In contrast, small institutions in the sample, which made up 72 percent of surveyed institutions, are
estimated to account for 17 percent of the dollars of CRA-related home purchase and refinance lending in 1999.
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loan dollars originated were originated by institutions that report that their CRA-related home
purchase or refinance lending was profitable; survey responses indicate that CRA-related home
purchase and refinance lending is profitable or marginally profitable for 82 percent of respondents
on a per ingtitution basis. However, a substantially higher percentage of the CRA dollars
originated in 1999 were originated by respondents that report that CRA-related one- to four-family
home purchase and refinance lending is less profitable than other lending than the percentage of
institutions that report that CRA-related lending is less profitable on a per institution basis (63
percent of CRA dollars versus 44 percent of institutions).

Performance

Per indtitution analysis. Many institutions report no difference in performance between

CRA-related and other home purchase and refinance lending (tables 3c and 3d).* However, when
there is adifference in performance, respondents tend to report that CRA-related home purchase
and refinance lending performs less well than other home purchase and refinance lending. For
example, about half of the survey respondents have higher rates for both measures of delinquency
for CRA-related home purchase and refinance loans than for overall home purchase and refinance
loans; about one-third report no difference in rates and one-sixth report lower delinquency rates

for CRA-related loans.

“Qualitative differences in performance are inferred from the quantitative responses provided by
respondents. If the reported quantitative delinquency or charge-off rate for CRA-related lending was greater (less)
than the rate for overall lending, the response was treated as indicating that the rate for CRA-related lending was
higher (lower) than the rate for overall lending. If the quantitative delinquency or charge-off rate was identical for
CRA-related and overall lending, the response was treated as indicating that the rate for CRA-related and overall
lending was the same.
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When performance is measured by charge-off rates, a smaller percentage of respondents
report that their CRA-related home purchase and refinance loans do not perform as well as their
home purchase and refinance loans considered in the aggregate. Nearly 70 percent of the
respondents report either no difference in charge-off rates for CRA-related and for other home
purchase and refinance lending or lower charge-off rates for CRA-related loans. When asked a
gualitative question about credit losses, 65 percent of respondents report that credit losses were
about the same for CRA-related and for other home purchase and refinance lending in 1999.
Twenty-eight percent report that the credit losses associated with CRA-related home purchase and
refinance lending were higher or somewhat higher than credit losses associated with other lending,
and 6 percent report that credit losses associated with CRA-related home purchase and refinance
lending were lower or somewhat lower than credit losses associated with other lending.

Quantitative data also reflect this pattern. On average, although experience varies, survey
responses indicate that CRA-related home purchase and refinance loans do not perform as well as
home purchase and refinance loans in the aggregate.*’ For example, the mean charge-off rate for
CRA-related home purchase and refinance loans (23 basis points) is about 50 percent higher than
that for all home purchase and refinance loans (15 basis points). However, the differencein

median charge-off ratesis zero. This genera pattern holds for the absolute and relative means and

“The delinquency figures that appear in the tables and are discussed in the text pertain to the performance
of loans that banking institutions held in portfolio as of December 31, 1999. Information on delinquency rates was
also obtained for the composite of loans held in portfolio as of December 31, 1999, and those loans sold by the
institution for which the institution retained servicing rights. For both CRA-related loans and all loans considered
together, these latter rates are generally lower than those reported in the text, but only marginally so. Therelative
relationship between the performance of CRA-related and all home purchase and refinance loans is unchanged.
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medians for all three measures of performance.

There is considerable variation in the performance of CRA-related lending across banking
institutions of different asset sizes, with large- and medium-sized institutions reporting higher
delinguency and charge-off rates than smaller institutions for both CRA-related and overall home
purchase and refinance lending. For example, the mean and median 30-89 day delinquency rates
for both the CRA-related and overall lending of large banking institutions are more than two times
the mean and median 30-89 day delinquency rates for smaller institutions in the sample.
Differences for other measures of performance are about the same.

Patterns of relative performance also vary by asset-size category, with larger institutions
more likely to report that CRA-related home purchase and refinance loans do not perform as well
as other loans. For example, nearly 90 percent of large banking institutions report higher 30-89
day delinquency rates for CRA-related home purchase and refinance lending than for overall home
purchase and refinance lending. By comparison, 41 percent of smaller banking institutions in the
sample report this kind of relative experience. Similarly, half of the large institutions report that
credit losses are higher for CRA-related home purchase and refinance lending, while only 22
percent of smaller institutions in the sample report asimilar experience.

Per CRA dollar analysis. CRA-related home purchase and refinance loans do not appear to

perform as well as other home purchase and refinance loans when the analysis is conducted on a
per CRA-dollar basis (tables 3e and 3f). Moreover, the differences appear to be larger than when
measured on a per institution basis. For example, 46 percent of the dollars associated with CRA-
related loans were originated by institutions that report that credit losses are higher or somewhat
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higher for CRA-related home purchase and refinance loans than for other home purchase and
refinance loans, whereas only 28 percent of institutions report such an experience on a per
ingtitution basis. Similar patterns are observed when performance is measured by delinquency and
charge-off rates.

Context

As described earlier, the survey includes a number of questions designed to improve the
understanding of the sources of any differences in the performance and profitability of CRA-related
lending and other lending to the extent that such differences exist. Among these are qualitative
guestions that seek information on potential differencesin origination and servicing costs and the
pricing of loans.

A large proportion of respondents on a per institution basis report that origination and
servicing costs are about the same for CRA-related and other home purchase and refinance loans
(table 3g). For example, about 47 percent of the respondents report that origination costs for the
two groups of loans are about the same. The proportion reporting that costs are the same is
greater when servicing costs are considered. However, for those respondents that do report
differences, the difference amost always indicates higher costs for CRA-related home purchase
and refinance loans. For example, nearly all respondents that report differences in origination costs
indicate that these costs are higher for CRA-related loans.

Aswith costs, alarge proportion of respondents report that the pricing for CRA-related
and other home purchase and refinance lending is similar. However, about 40 percent of
respondents report that their CRA-related home purchase and refinance loans have lower prices
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than other home purchase and refinance loans. Only about 10 percent of the respondents report
higher prices for CRA-related loans.

Experience varies by size of institution, with large and medium-sized institutions more
likely to report relatively higher costs for CRA-related loans. With respect to pricing, large
ingtitutions in particular are more likely to report that they have lower prices for their CRA-related
home purchase and refinance loans.

When calculated on a per CRA dollar basis, CRA-related home purchase and refinance
loans appear to have higher origination and servicing costs than other home purchase and refinance
loans (table 3h). Moreover, the percentages with higher costs are larger than when measured on a
per institution basis. For example, 78 percent of the dollars associated with CRA-related home
purchase and refinance loans were originated by institutions that report that origination costs are
higher or somewhat higher for CRA-related loans, while only 52 percent of respondents on a per
institution basis report asimilar experience. By contrast, the relationship for pricing islittle

changed.

Home I mprovement L ending

Home improvement lending is a substantially smaller component of total bank lending than either
home purchase and refinance or small business lending. It is estimated that the banking institutions
sampled in the survey originated about $12 billion in home improvement loans in 1999, about 18
percent of which is CRA-related. This volume equals less than 1 percent of the estimated dollar
amount of home purchase and refinance lending originated in 1999.
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Profitability

Per institution analysis. Most banking institutions providing responses (86 percent) report

that their CRA-related home improvement lending is either profitable or marginally profitable
(table 4a). Ten percent of the institutions indicate that CRA-related home improvement lending is
either marginaly unprofitable or unprofitable. This pattern holds generaly across banking
ingtitutions of different asset sizes, athough a somewhat smaller proportion of small banking
institutions in the sample report that their CRA-related home improvement lending is either
marginally unprofitable or unprofitable than medium- or large-sized institutions.

Aswith CRA-related home improvement lending, most respondents (94 percent) report
that their overall home improvement lending is at least marginally profitable. Nearly three-quarters
of respondents report that the profitability of their CRA-related and other home improvement
lending is about the same. Of those reporting a difference, all report that profitability of CRA-
related home improvement lending is either lower or somewhat lower than the profitability of other
home improvement lending. Consistent with the pattern noted above, larger banking institutions
are more likely than smaller ones in the sample to report that the profitability of their CRA-related
home improvement lending is lower than that of their other home improvement lending. About 47
percent of the large-and medium-sized banking institutions report this experience, compared with
21 percent of the smaller institutions in the sample.

Among institutions that provided quantitative responses on differences in the profitability
of CRA-related and overal home improvement lending, the ROE for CRA-related home
improvement lending is reported to be 1.3 percentage points lower, on average, than the ROE for
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other home improvement lending. However, asis the case for home purchase and refinance
lending, most respondents report the same ROE for CRA-related and overall home improvement
lending. Once again, as with home purchase and refinance lending, the median ROE difference for
home improvement lending is zero.

Per CRA dollar analysis. Nearly 80 percent of the dollars of CRA-related home

improvement lending were originated by institutions that report that their CRA-related home
improvement lending is either profitable or marginally profitable, a percentage similar to that
reported on a per institution basis. However, weighting the responses by the amount of CRA
dollars originated produces results for relative profitability that differ somewhat from those
computed on a per institution basis and more closely track the per institution results for large
banking ingtitutions (table 4b).® Fifty percent of the dollars of CRA-related home improvement
were originated by institutions that report that the profitability of CRA-related home improvement
lending is lower or somewhat lower than the profitability of other home improvement lending.
This percentage tracks the 47 percent of large banking institutions on a per institution basis that
report that their CRA-related home improvement lending is less profitable than their other home
improvement lending, but is higher than the percentage of al institutions on a per ingtitution basis

that report such an experience (28 percent).

“Large ingtitutions are estimated to account for 45 percent of the dollars of CRA-related home
improvement loans originated in 1999 by surveyed institutions but constituted only about 7 percent of surveyed
ingtitutions. In contrast, small institutions in the sample, which made up 72 percent of surveyed institutions, are
estimated to account for 27 percent of the dollars of CRA-related home improvement lending in 1999.
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Performance

Per indtitution analysis. For three measures of performance, a mgjority of respondents

report that the performance of CRA-related and overall or other home improvement lending is
about the same (tables 4c and 4d). Moreover, for those institutions that do report a difference, the
proportion that report that CRA-related home improvement lending performs better than overall or
other lending is about equal to the proportion that report that CRA-related home improvement
lending performs worse than overall or other lending. For example, 78 percent of respondents
report that the credit losses associated with CRA-related home improvement loans are about the
same as the credit losses associated with other home improvement loans. About as many
respondents (10 percent) report that |osses associated with CRA-related home improvement loans
were lower or somewhat lower than those associated with other home improvement loans as those
that report that losses on CRA-related loans were higher or somewhat higher (11 percent).

The exception to this pattern is the 30-89 day delinquency rate measure. By this measure,
CRA-related home improvement loans do not perform as well as home improvement loans in the
aggregate. Nearly half of the respondents (46 percent) report higher 30-89 day delinquency rates
for CRA-related home improvement lending than for overall home improvement lending. Only 17
percent of respondents report that CRA-related home improvement lending had a lower 30-89 day
delinquency rate.

As with home purchase and refinance lending, experience varies by size of institution. For
example, roughly 21 percent of large banking institutions report higher credit losses for CRA-
related home improvement lending than for overall home improvement lending. In comparison
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only 7 percent of small banking institutions in the sample report this kind of relative experience.
This relationship between relative |oan performance and the size of the banking institution also
holds for the other performance measures.

Per CRA dollar analysis. On aper CRA dollar basis, the results are more consistent across

the performance measures, but differ somewhat from the results of the per ingtitution anaysis
(tables 4e and 4f). By al four measures of performance, CRA-related home improvement loans
perform relatively less well. For example, 59 percent on per CRA dollar basis report that the
charge-off rate is higher for CRA-related home improvement loans than for other home
improvement loans whereas 28 percent on a per institution basis report such an experience.
Similar patterns are observed when performance is measured by delinquency rates and credit
losses, athough 70 percent of the CRA-related home improvement loan dollars are originated by
institutions that report that credit losses are about the same for CRA-related and other home
improvement lending on a per CRA dollar basis.
Context
Only 15 percent of respondents report that their origination costs for CRA-related home
improvement loans are higher (including somewhat higher) than for other home improvement loans
(table 4g). The majority of respondents of al size classes report that origination costs of CRA-
related and other home improvement lending are smilar. Thereisasimilar pattern for servicing
costs. Thereisalso relatively little evidence of pricing differences between CRA-related and other
home improvement lending.

When calculated on a per CRA dollar basis rather than on a per institution basis, a
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somewhat larger percentage report that origination and servicing costs are higher for CRA-related
home improvement loans than for other home improvement loans (table 4h). However, asin the
per institution analysis, most CRA-related dollars are originated by institutions that report that
origination and servicing costs and pricing are about the same for CRA-related and other home

improvement lending.

Small Business L ending

The estimated total dollar volume of small business lending originations for 1999 for the 500
banking institutions that were surveyed is $117 billion. Thisis about 20 percent of the estimated
total dollar volume of home purchase and refinance lending (derived from table 2c).

Small business lending differs from mortgage-related lending in a number of ways that may
have implications for the interpretation of results. First, the proportion of al small business
lending that is CRA-related is quite a bit higher than the proportion of home purchase and
refinance lending that is CRA-related (about 50 percent for small business and about 10 percent for
home purchase and refinance), so that the total dollar volume of CRA-related small business
lending nearly equals the total dollar volume of CRA-related home purchase and refinance lending.

This disparity has implications for evaluating survey responses regarding relative
performance and profitability. For small business lending, the dollar volume of lending is about the
same size for CRA-related and other small business lending. The significant proportion of overall
small business lending that is CRA-related implies that measures of performance and profitability
for CRA-related and overall lending will tend to converge more than would be the case if CRA-
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related lending were only a small fraction of overal lending. The comparison of CRA-related
small business lending and other small business lending will not necessarily be affected by this.
Further, there may be greater diversity in the characteristics of small business loans
compared with mortgage-related loans. Therefore, in assessing the relative measures of
profitability and performance for CRA-related small business lending, one must carefully consider
the comparability of CRA-related small business loans and non-CRA small businessloans. The
survey defined a CRA-related small business loan as any small business loan made within the
banking ingtitution’s CRA assessment area to (1) a firm with revenues of $1 million or less
(regardless of neighborhood income) or (2) in alow- or moderate-income neighborhood
(regardless of firm size). A non-CRA small business loan is any small business loan made (1)
outside the banking institution’s CRA assessment area or (2) to afirm with revenues exceeding $1
million in amiddle- or upper-income neighborhood within the institution’s CRA assessment area.®
Along these lines, it is important to note that the compasition of the group of loans that are
not CRA-related differs for small business and home purchase and refinance lending. For example,
for small business lending, about 25 percent of these loans were originated outside the institution’s
assessment area; by contrast, more than 55 percent of the home purchase and refinance loans that
were not CRA-related were originated outside the institution’s assessment area. The implications

of these differences for relative measures of performance and profitability are unclear.

“In principle, thisissueis also relevant for home mortgage lending. However, it is believed that home
mortgage lending is significantly more “commoditized” and homogeneous than small business lending. Asa
result, comparison groups are more likely to have similar characteristics.
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Profitability

Per indtitution analysis. Virtualy all banking institutions providing responses (96 percent)

report that their CRA-related small business lending is either profitable or marginaly profitable
(table 5a). Thisistrue for banking institutions in all asset-size categories. Thereisrelatively little
difference in the profitability of CRA-related and other small business lending; more than 80
percent of respondents report that the profitability of CRA-related and other small business lending
is about the same. Only 13 percent of respondents report that the profitability of their CRA-
related lending is lower than their other small business lending; 4 percent report that it is higher.
This pattern is similar for banking institutions in all asset-size classes.

Per CRA dollar analysis. Weighting responses by the amount of CRA loan dollars

originated produces virtually the same results (table 5b).*° The vast mgjority of CRA-related small
business loan dollars were originated by respondents that report that their CRA-related small
business lending is profitable (94 percent). As above, thisistrue for banking ingtitutionsin al
asset-size categories. In addition, most CRA-related loan dollars were originated by respondents
that report the profitability of CRA-related and other small business lending is about the same.
Performance

Per indtitution analysis. Thereisreatively little evidence that performance differs

systematically between CRA-related and overall small business lending (tables 5¢ and 5d). For

%L arge institutions are estimated to account for 41 percent of the dollars of CRA-related small business
loans originated in 1999 by surveyed institutions but constituted only about 7 percent of surveyed institutions. In
contrast, small institutions in the sample, which made up 72 percent of surveyed institutions, are estimated to
account for 33 percent of the dollars of CRA-related small business lending in 1999.
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example, the proportion of respondents (about 10 percent) reporting higher 30-89 day delinquency
rates for their CRA-related lending is similar to the proportion reporting lower delinquency rates
(13 percent). Moreover, the mean and median delinquency rates and charge-off rates for CRA-
related and overall small business loans are similar. In terms of credit losses, 88 percent of
respondents report that losses were the same for CRA-related small business |oans as for other
loans. Banking institutions in each asset-size category report roughly the same delinquency and
charge-off rate experience for CRA-related and overall small business lending, although large
institutions generally experience poorer performance than smaller institutions in the sample for
both groups of loans.

Per CRA dollar analysis. Unlike the results for profitability, weighting responses by CRA-

related loan dollars originated tends to produce results for performance that differ somewhat from
those in the per institution analysis (tables 5e and 5f). Generally, compared to the per institution
analysis, CRA-related small business loans perform less well than other small business loansin
terms of delinquency and charge-off rates when measured on a per CRA dollar basis. However,

credit loss experience is similar for CRA-related and other lending using both types of anaysis.

Context

Reported differences are also small for the components of profitability (table 5g). For origination
and account maintenance and monitoring costs, about 87 percent of respondents report no
difference between CRA-related and other small business lending. A comparable percentage
report similar pricing. Some differences across respondents grouped by asset size are found. As
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before, large banking institutions are more likely than smaller institutions in the sample to report
that their costs are higher for CRA-related small business loans than for other small business loans.
However, unlike the case for home-related lending, those larger institutions that report differences
in pricing indicate that CRA-related small business loans have higher prices than other small
business loans.

When calculated on a per CRA dollar basis, the results differ only slightly from the results
obtained from the per institution analysis (table 5h). Most of the CRA-related loan dollars are
originated by institutions that report that their origination and account maintenance and monitoring
costs and pricing are about the same for CRA-related and other small business lending. However,
the percentage of CRA-related small business loans dollars that is originated by institutions that
report that costs and prices are higher or somewhat higher for CRA-related small business lending
is slightly higher than the percentage of respondents on a per institution basis that report higher

costs or prices.

Community Development Lending

Community development lending is a highly heterogenous product category that includes many
different types of loans, such as multifamily residential and commercia development lending and
lending to community development organizations. Because of this heterogeneity, it is unlikely that
banking institutions could construct valid comparison groups from other portions of their loan
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portfolios.

First, the mix of products (in dollar volume) that make up a banking institution’s
community development lending portfolio may differ substantially from the mix of products (in
dollar volume) that make up other portions of that institution’s loan portfolio. Second, some loans
in a banking institution’s community development loan portfolio may not have an appropriate set
of comparable loans. For example, aloan to a nonprofit community development organization
often has unique features and, thus, lacks a comparable loan product. Consequently, the survey
collected information only on quantitative and qualitative measures of the performance and
profitability for the community development loans themselves. No information comparing the
performance and profitability of community development loans with a comparison group of loans
was collected.

Of the loan products that were the focus of the survey, community development lending
had arelatively small dollar volume of 1999 originations, estimated to be about $13 billion for
survey respondents. This total equaled slightly more than 2 percent of the dollar amount of the
CRA-related home purchase and refinance lending reported by survey respondents. However,
while the dollar volume of community development lending extended by survey respondentsis
small when compared with the volume of reported home purchase and refinance lending, it
constitutes about 45 percent of al the community development lending reported by banking
institutions covered by the CRA data reporting requirements.

Community development lending can be a highly specialized activity that often requires
specia training of staff and the expenditure of considerable time and effort to extend many of these
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loans. To help facilitate community development Iending, banking institutions sometimes establish
distinct units or departments to focus on this type of lending. Roughly 27 percent of all survey
respondents report that they have a distinct unit or department that speciaizes in community
development lending (table 6). Large banking institutions in particular are likely to have staff
dedicated to community development lending; nearly 70 percent of these institutions report having
adistinct unit or department that specializes in such lending.

Community development lending offers a variety of benefits to banking institutions.
Virtually al survey respondents report that they benefit from their community development lending
because it promotes community growth and stability and responds to the credit needs of the local
community, although some differences in perceptions of benefits appear across banking institutions
grouped by asset size. Large banking institutions are more likely than smaller institutionsin the
sample to believe that community development lending (1) is hecessary to achieve an outstanding
CRA performance rating, (2) is a source of additional profits, (3) provides a means of maintaining
their market share, and (4) minimizes the likelihood of adverse public comment on their CRA
record. Nonetheless, virtually no respondents report that they undertake community development
lending solely to obtain a satisfactory or outstanding CRA performance rating.

Performance and Profitability

Per institution analysis. Nearly all (93 percent) banking institutions that provided responses

report that their community development lending is either profitable or marginally profitable (table
7a). Thisistrue for banking institutions in all asset-size categories. The performance of
community development lending, however, differs across banking institutions grouped by size
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(table 7c). Aswas generaly the case for the other product categories, larger banking institutions
are more likely than smaller institutions in the sample to report poorer loan performance, whether
measured by delinquency or charge-off rates.

Per CRA dollar analysis.®* Asin the per ingtitution analysis, virtualy al community

development dollars were originated by respondents that report that community development
lending is profitable or marginaly profitable on a per CRA dollar basis (table 7b).>> Regarding
performance, the results of the per CRA dollar analysis differ somewhat from those of the per
ingtitution analysis, although the differences are not consistent across the three measures of
performance (table 7d). For example, the average 30-89 day delinquency rate for the per CRA
dollar analysisis greater than the average 30-89 day delinquency rate in the per institution analysis,
while the charge-off rate for the per CRA dollar anaysisis less than the charge-off rate in the per

ingtitution analysis.

New Opportunities from CRA-Related L ending
CRA-related lending can potentially lead to new and profitable business opportunities for banking
institutions, and the survey gathered information on whether such opportunities exist and, if they

exist, the sources of these opportunities. Nearly two-thirds of respondents report that their CRA-

*Because all community development loans are considered to be CRA-related, the weights for this section
are the dollar volumes of total community development loan originationsin 1999 for an institution.

2 arge ingtitutions are estimated to account for 47 percent of the dollars of community development loans
originated in 1999 by surveyed institutions but constituted only about 7 percent of surveyed institutions. In
contrast, small institutions in the sample, which made up 72 percent of surveyed institutions, are estimated to
account for 26 percent of the dollars of community development lending in 1999.
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related home purchase and refinance lending has led to such opportunities (table 8). The
proportions are even higher for CRA-related home improvement and small business lending.
Regardless of the type of CRA-related lending, virtually all banking institutions report that such
lending has led to new customers and additional loans. The opportunity to cross-market products
to CRA loan customers is a'so mentioned as a benefit by alarge proportion of respondents.

Other than items related to profitability, about two-thirds of the survey respondents report
some other benefit that they receive from CRA-related lending, such as promoting agood image in
the community. At the same time, about one-quarter of the institutions report that they incur some

costs other than items related to profitability because of their CRA-related lending activities.



6. Results of Part B--Survey of CRA Special L ending Programs

The main focus of Part B of the survey was CRA specia lending programs. Banking institutions
were asked to report detailed information on the characteristics, performance, and profitability of
each of their five largest CRA special lending programs and summary information on performance
and profitability for all of their programs combined. In total, Part B of the survey includes detailed
information on 341 CRA specia lending programs (table 9).> About 73 percent of the banking
institutions participating in the survey report offering at least one CRA specia lending program
and, on average, institutions report that they offer about four programs. Many banking institutions
establish distinct units or departments within the institution to run their CRA special lending
programs. About 63 percent of the programs are operated by a distinct unit or department.

In the tables that follow, results are generally presented on a per program basis. Asin Part
A, information is presented separately for the CRA specia lending programs of institutions
grouped into the three asset-size categories and for “ All institutions.” Figuresin the “ All
ingtitutions” column are adjusted for sample nonresponse and, for questions with substantial
nonresponse, question nonresponse. The “ All institutions” column represents an estimate of what
the per program responses would have been if all 500 institutions had responded to the survey and
provided answers to all applicable questions.

For performance and profitability, results are also presented on a per program dollar basis.

*Respondents also report that they are involved in an additional 281 CRA special lending programs. The
discussion in the text focuses on those programs for which respondents provided detailed information.
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These figures are calculated using program-based weights based on the reported dollars originated
under each CRA special lending program in 1999. The “ All ingtitutions” column in this case
represents an estimate of what the distribution of CRA specia lending program dollars would have
been if al 500 institutions had responded to the survey and provided answers to all applicable

guestions.

The Size of Individual Programs

Evidence suggests that |oans originated under CRA special lending programs make up a
relatively small portion of the total CRA-related loans originated for most respondents. For
example, it is estimated that only about 3 percent of the total dollars of home purchase and
refinance originations and about 17 percent of the total dollars of CRA-related home purchase and
refinance originations were extended under CRA specia lending programs.> Along similar lines,
for the median banking institution, the proportion of CRA-related home purchase and refinance
lending that was extended under CRA lending programs was only 4 percent. However, about 16
percent of institutions report that more than 40 percent of their CRA-related home purchase and
refinance lending is originated under CRA special lending programs. The proportions for home
improvement and small business lending were much lower.

Information reported for individual programs also suggests that they are generally small.

For 1999, an estimated 39 percent of the CRA special lending programs reported in the survey had

SEstimates are derived from responses to questionsin Part A of the survey.
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originations of $500,000 or less and about 24 percent of programs had originations between
$500,000 and $2 million (not shown in tables). Only 15 percent of CRA specia lending programs
had 1999 originations of more than $15 million. However, the size of CRA specid lending
programs varies with the asset size of the banking institution, as CRA specia lending programs
tend to be larger for the largest banks in the sample. The median size of CRA specia lending
programs for banks with assets greater than $30 billion was about $23 million; for the smallest

banks in the sample the median CRA specid lending program size was about $460,000.

Reasons for Establishing CRA Special L ending Programs and Current Benefits

Banking institutions cite many reasons for originally establishing or participating in CRA specid
lending programs (table 10). Responding to the credit needs of the local community, promoting
community growth and stability, and improving the public image of the institution are the most
frequently cited reasons. For about 74 percent of the programs, institutions indicate that they
believed the program was needed to obtain a satisfactory or outstanding CRA rating. However,
only 1 percent of CRA specia lending programs are reported to be established only to obtain a
satisfactory or outstanding CRA rating.

Banking institutions report receiving a variety of current benefits from offering or
participating in CRA special lending programs. Obtaining either a satisfactory or outstanding CRA
rating is a benefit mentioned for 76 percent of the programs, but for only 1 percent of programs
was this cited as the only current benefit. Responding to the credit needs of the local community,
promoting community growth and stability, and improving the public image of the institution are
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other frequently cited current benefits of CRA specid lending programs.

That only about 75 percent of the CRA specia lending programs reportedly were
established in order to achieve a satisfactory or outstanding CRA rating may be somewhat
puzzling, given that the survey explicitly asked institutions to report only on special lending
programs that had as one of their documented purposes to enhance the institution’s CRA
performance. One possibility isthat some of the programs that support the CRA-related lending
activities of institutions are not considered by the institutions to be “needed” to obtain a particular
CRA rating. A second possibility isthat the support of CRA-related activities is a documented

purpose, but relatively minor feature, of some programs.

Features of CRA Special Lending Programs

CRA specia lending programs target a number of populations and involve a range of credit
products (table 11). The most frequently noted target populations for these programs in the
survey are lower-income borrowers and lower-income neighborhoods. Home purchase and
refinance lending is the focus of most (76 percent) of the programs reported in the survey. Other
credit products, including home improvement and small business lending, are cited as the primary
focus of a much smaller percentage of programs.

Third parties often play arole in CRA specia lending programs. About three-quarters of
the programs involve the activities of third parties (table 12). Third partiesinvolved in CRA
specia lending programs include public entities at al levels of government and a range of for-profit
and nonprofit private-sector firms and organizations. Although their role varies across programs,
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these entities offer awide range of services that contribute to the implementation of CRA special
lending programs, including activities that reduce the costs that banking institutions might
otherwise incur in extending credit to the populations served by the special programs. For
example, third parties help lenders identify prospective borrowers (mentioned for 54 percent of the
programs in which they are involved), provide pre-loan education or counseling to loan applicants
(51 percent), provide grants for downpayments or other purposes (46 percent), provide interest
rate subsidies (31 percent), and provide subsidies to offset |oan fees (23 percent).

Although third parties provide services and contribute to the implementation of many CRA
specia lending programs, banking institutions also offer awide range of specia features or services
in connection with these programs (table 13). For example, respondents report that they offer
reduced interest rates on 46 percent of programs; waive or reduce fees for a similar proportion of
programs; and provide pre-loan education or counseling to loan applicants in connection with 36
percent of the programs. Banking institutions also report that they alter their customary
underwriting standards for alarge majority of their special lending programs (82 percent). The
most frequently cited underwriting variances are lower downpayments, higher debt-to-income
ratios, and the acceptance of aternative measures of credit quality, such as rent and utility payment

histories, in lieu of more traditional measures of credit risk.

Performance and Profitability of CRA Special Lending Programs
According to respondents, the mgjority (61 percent) of CRA special lending programs are either
profitable or marginaly profitable (table 14a). About 25 percent of the programs are considered
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either marginally unprofitable or unprofitable. Experience varies across banking institutions
grouped by asset size. Compared to smaller institutions in the sample, large- and medium-sized
institutions report a higher percentage of programs that are either marginally unprofitable or
unprofitable.

When measured on a per program dollar basis, the results indicate that, within asset-size
categories, CRA special lending programs with larger dollar volumes are more likely to be
profitable (table 14b).>> However, the responses also show that large banking institutions, whose
CRA specia lending programs tend to have larger origination volumes, are more likely than
smaller institutions to report that their CRA special lending programs are unprofitable. These two
effectsinteract in the “ All ingtitutions’ column. A comparison of the “ All ingtitutions’ results on a
per program basis and on a per program dollar basis suggests that they are largely offsetting, as the
results on a per program dollar basis differ only dlightly from the results on a per program basis.
Slightly more than 55 percent of the program dollars are reported to be in profitable or marginally
profitable programs; 31 percent of the program dollars are reported to be in programs that are
either marginally unprofitable or unprofitable.

Regarding performance, on a per program basis, respondents report that a majority of CRA
specia lending programs have low delinquency and charge-off rates (table 14c). For example, the

median charge-off rate is reported to be zero. The performance of these programs appears to vary

®Large institutions are estimated to account for 62 percent of the loan dollars originated in 1999 under
CRA special lending programs by surveyed institutions but are estimated to account for only about 10 percent of
the programs. In contrast, small institutions in the sample accounted for only about 11 percent of the loan dollars
originated in 1999 under CRA specia lending programs despite being estimated to account for about 65 percent of
the programs.
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with the asset size of the banking institution operating the program. Compared with smaller
banking ingtitutions in the sample, larger banking institutions report that their CRA special lending
programs have higher delinquency and charge-off rates on average.

Performance results on a per program dollar basis are mixed (table 14d). Responses show
that delinquency rates tend to be higher on a per program dollar basis than on a per program basis,
suggesting that larger programs have higher delinquency rates. By contrast, responses indicate
that charge-off rates are lower on a per program dollar basis than on a per program basis, which

suggests that larger programs have fewer charge-offs associated with them.
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7. Robustness of Results

To evaluate the robustness of the per institution and per CRA dollar summary results, the resultsin
the * All ingtitutions” column were recalculated in several ways. Three recalculations were made
for each loan product: (1) where all banking institutions in a holding company that are not the lead
(that is, largest) institution in the holding company are dropped, (2) where a complicated model-
based adjustment to account for sample nonresponse was substituted for the simple asset-based
sample adjustment factor, and (3) where a complicated model-based adjustment to account for
guestion nonresponse was substituted for the simple asset-based question nonresponse adjustment
factor.

Each of these factors was selected out of a concern that they might potentially affect the
results presented in the previous sections. The lead bank analysis reduces the influence of those
holding companies that had more than one affiliated banking institution included in the sample, a
feature of the sample that could potentially bias results to the extent that respondents lacked
information on the experience of individua affiliated institutions and could only provide
information on the overall experience of the holding company as awhole.®® The other two
recal culations provide aternative adjustments for sample and question nonresponse as a vaidation

of the results in the basdline analysis using the simple adjustment factors.>’

*The lead bank sample consists of 110 observations.

5"The model-based sample nonresponse adjustments were estimated using logistic regressions where the
probability of response was modeled as a function of institution size, region, whether the institution had been
acquired in the past year, theinstitution’s overall profit level, and the institution’s CRA rating. The model-based
(continued...)
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Results are presented for absolute and relative profitability, although the patterns are
similar for measures of performance (tables 15, 16, 17, and 18). None of the recalculations
appears to have any appreciable effect on results.

An additional robustness issue concerns the consistency of the responses to quantitative
and qualitative questions. There is some evidence that respondents that were able to provide
answers to quantitative questions may have had different experiences regarding the performance
and profitability of CRA-related lending than those respondents that did not provide quantitative
information. For example, 38 percent of the respondents that provided quantitative charge-off
data for CRA-related lending report that credit losses were higher or marginally higher for CRA-
related home purchase and refinance lending than for other home purchase and refinance lending.
In contrast, only 17 percent of the respondents that did not provide quantitative charge-off data for
CRA-related lending report a similar experience. Interestingly, about 13 percent of the
respondents that provided quantitative charge-off data for CRA-related lending report that credit
losses were lower or marginally lower for CRA-related home purchase and refinance lending than
for other home purchase and refinance lending. In contrast, less than 1 percent of the respondents
that did not provide quantitative charge-off datafor CRA-related lending report that credit losses
were lower for CRA-related home purchase and refinance lending.

There are at least two possible explanations for this inconsistency. Oneisthat the

5(....continued)
guestion nonresponse adjustments were estimated using logistic regressions where the probability of response was
modeled as a function of institution size, region, the institution’s overall profit level, the percentage of originations
the institution retained in portfolio, the use of affiliates, the ratio of CRA-related to other lending, the percentage of
loans the institution retained for servicing, and whether the institution was a savings association.
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experiences of respondents that can provide quantitative answers are not representative of the total
sample. A second potential explanation is that those respondents that did not quantify
performance tend to report that performance is the same in the absence of hard evidence that
performance differs, even in cases in which performance might not be the same.

As afurther robustness issue, comparisons of the performance and profitability of CRA-
related and other lending of a product type may be influenced by differences in the characteristics
of the loansin each group. The full implications of these differences for relative measures of
performance and profitability are unclear. However, some evidence on thisissue is available from
responses to a question for each product category (except community development lending) asking
respondents to indicate whether the relative profitability of CRA-related and other lending differed
after controlling for major loan characteristics, such as loan size and product type.

For home purchase and refinance lending, responses to this question were virtualy the
same as for the question on relative profitability that did not ask respondents to control for any
characteristics. This suggests that differences in the characteristics of CRA-related and other home
purchase and refinance loans are not an important element of differences in performance and
profitability. In contrast, for home improvement and small business lending, responses to these
additiona profitability questions indicate that CRA-related lending is less profitable than other
lending for a smaller percentage of respondents (between 6 and 10 percent) than when the question
on relative profitability that did not ask respondents to control for any characteristics question was
asked. For small business lending, when differences in loan characteristics are controlled for, the

percentage of respondents that report that CRA-related small business lending is less profitable
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than other small business lending was identical to the percentage that report that CRA-related
small business lending is more profitable than other small business lending. This suggests that, for
home improvement and small business lending, an important proportion of the reported differences
in profitability between CRA-related and other lending arises from differences in the characteristics

of the loans in each group.
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8. Analytical Issues

The survey and resulting data provide new information about the experiences of banking
institutions with CRA-related and other lending. This information provides opportunities to better
understand and measure the effect of the CRA on lending markets. However, the survey data do
not allow researchers to answer al questions regarding the effects of CRA on the performance and
profitability of banking institutions.

In previous sections, a number of limitations and analytical concerns were highlighted.
Sample sizes are relatively small, which leaves some statistics vulnerable to extreme values. Most
respondents were unable to provide quantitative answers regarding the performance and
profitability of CRA-related lending because they do not explicitly track such information. Thus,
assessments based on quantitative estimates of profitability and delinquency and charge-off rates
should be viewed with considerable caution; qualitative assessments of profitability and
performance may be more reliable. In addition, there is some evidence that respondents providing
answers to quantitative questions had somewhat different responses to qualitative questions than
respondents that did not provide answers to qualitative questions, which raises questions regarding
response consistency. Further, it appears that banking institutions used at least two different
approaches to calculate the ROE measure of profitability. Therefore, the extent to which one
should rely on reported ROE figures in making comparisons of absolute levels of profitability
between CRA-related and overal lending is limited. Finaly, the proportion of banking institutions

that responded to the survey varied significantly by asset-size group, suggesting that unadjusted
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statistics are inappropriate for characterizing the experiences of respondents as awhole. This
latter issue, as well as the issues of question nonresponse and controlling for differencesin the
characteristics of CRA-related and other loans, was explored more fully in the robustness section.

This section highlights several additiona important limitations of the survey and the
resulting data. These limitations pertain to (1) the scope of the survey, (2) the representativeness
of the survey responses, (3) the completeness of the survey responses, and (4) the potential for
response bias.

Because of these and other issues, results presented here using the survey data may not
provide a complete picture of the performance and profitability of CRA-related lending. In
addition, the broad patterns observed in the survey results may not reflect the experiences of
particular institutions or specific markets. For example, the experiences of individua banking

institutions might vary significantly from those of the average survey respondent.

Scope of the Survey

The first broad limitation of the survey pertains to its scope aong severa dimensions. First, the
survey focuses on only one aspect of the CRA--the performance and profitability of CRA-related
lending. Because it does not examine activities such as investment and service activities, data from
this survey do not allow researchers to answer broader questions regarding the overall effects of
the CRA on the performance and profitability of banking institutions. Nor do the data speak to the
effect of the CRA on local communities, the stated purpose of the law. Some information was

collected in the survey about the benefits banking institutions receive from their CRA-related
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lending activities, but this information is insufficient to document the benefits of CRA-related
lending to the larger community. Any comprehensive assessment of the CRA would require a
more thorough treatment of benefits than that included in this survey. A recent study by the U.S.
Department of the Treasury, aso mandated by the Gramm-Leach-Bliley Act, addresses these
iSsues.

Second, as noted above, the regulations that implement the CRA set forth three sets of
activities by which the performance of most large covered institutions are evaluated: lending,
investment, and service activities. The survey was designed to obtain information pertinent only to
lending. No information was collected that could be used to assess the costs, revenues, or
profitability of the investment and service activities conducted by banking institutions that also are
evaluated under the CRA. This design reflects the congressional directive, which emphasizes only
CRA-related lending activities and not CRA-related investment and service activities.

In addition, within the wide range of lending activities that banking institutions undertake,
only a subset, abeit a significant one for most institutions, is considered. In particular, the survey
collected information only on home purchase and refinance lending, home improvement lending,
small business lending, community development lending, and lending associated with CRA specia
lending programs. The survey was not designed to gather information regarding the experiences of
banking institutions with small farm, non-housing consumer, or other types of lending, including
large commercial and industrial lending, except to the extent that these activities fall into one of the
covered lending categories. Small farm lending, which was not covered in the survey, may
constitute an important portion of CRA-related and overall lending for some banking institutions,
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although these tend to be smaller and rura institutions. For the institutions included in the survey,

small farm lending is not a significant portion of total lending activity.

Representativeness of Responses
A second limitation of the survey pertains to the representativeness of the data collected and to the
specific banking institutions that responded to the survey. As noted, the survey collected data on
the experiences of banking institutions during 1999. Consequently, the survey provides data on
the most current experiences of banking institutions with respect to both their CRA-related and
aggregate lending activities. However, calendar year 1999 may not be representative of banking
institution lending experiences in other years. Activities during 1999 occurred in the context of an
0n-going economic expansion characterized by strong employment growth and low and relatively
stable inflation and interest rates. Thus, experiences during this time might differ from those
during periods with different economic conditions. For example, weaker general economic
conditions would likely result in poorer loan performance, measured either by delinquency rates or
defaults. Whether weaker economic conditions would differentially affect CRA-related lending
and other lending is a matter of speculation and cannot be evaluated using the data collected in the
survey. Another issue is the restriction of the survey to the experiences of respondentsin just one
calendar year. Institutions with new programs or expanding operations may not have had ample
time to fully realize the profitability of their lending.

The survey isrestricted to large retail banking institutions because these institutions extend
alarge proportion of all CRA-related loans. As aresult, analytical results using survey data may
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not necessarily reflect the experiences of the banking industry as awhole. In particular, the
experiences of small banking institutions could differ from those of larger institutions.
Nonetheless, the banking institutions that were included in the survey sample and the responding
institutions extended significant percentages of all the CRA-related loans originated nationwide
during 1999. For example, the banking institutions included in the survey sample are estimated to
have extended 79 percent of al CRA-related one- to four-family mortgage loans reported in 1999
HMDA filings, and those that provided responses to the survey are estimated to have extended 53
percent of such loans (table 1). The data therefore represent the experiences of a substantial

portion of the CRA-related lending markets.

Completeness of Responses

A third limitation of the survey pertains to the completeness and accuracy of the reported data.
Survey responses by banking institutions reflect only data available through their record-keeping
activities. For example, if an institution originated aloan and then sold but no longer serviced it,
then the institution may be able to provide only partia information regarding the performance and
profitability of that loan. Thisinstitution may be able to report on the costs associated with
originating the loan but may have no information regarding the delinquency and default history of
theloan onceit issold. If these “off-book” experiences differ from those of loans for which
information is available, then responses may not fully portray the overall experiences institutions

have had with CRA-related loans.
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Potential for Biased Responses

The approach in this analysis attempts to correct for response biases that may have arisen asa
result of many factors, such as those discussed during the exploration of robustness. Thereis,
however, a separate issue of whether the answers reported by banking institutions might be
influenced by individual biases. Neither the patterns of responses nor the contacts with
respondents suggest that thisis the case. However, there is no way to definitively determine

whether such potentia biases had a significant effect on survey results.
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Appendix A: Delinquency, Default, and Prepayment Risks

Delinquency, default and prepayment risk characterize al lending activities. Delinquency occurs
when a borrower fails to make a scheduled payment on aloan in atimely manner and in full.
Because loan payments are typically due monthly, the lending industry customarily categorizes
delinquent loans as either 30, 60, 90, or 120 or more days late depending on the length of time the
oldest unpaid loan payment has been overdue. For purposes of reporting on delinquency
experience in the Report of Condition and Income for commercia banks and the Thrift Institution
Financial Report for savings associations, institutions typically group delinquent loans into three
broad categories. 30-89 days past due and still accruing, 90 days or more delinquent and still
accruing, and non-accruing.

Default occurs, technically, at the same time as delinquency; that is, aloan isin default as
soon as the borrower misses a scheduled payment. However, in the research literature, the term
“default” has been used for each of the following four situations:

I A lender has been forced to foreclose on the loan to gain title to the asset securing the

loan.

I The borrower chooses to give the lender title to the asset securing the loan “in lieu of
foreclosure.”

The borrower sells the asset securing and makes less than full payment on the loan
obligation.

The lender agrees to renegotiate or modify the terms of the loan and forgives some or
all of the delinquent principal and interest payments. Loan modifications may take

many forms, including a change in the interest rate on the loan, an extension of the
length of the loan, and an adjustment of the principal balance due.

Because practices differ in the lending industry, not al of the situations listed above are

consistently recorded as defaults by lenders. Moreover, the length of the foreclosure process may
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vary considerably, affecting the measured default rate. For these reasons, analyses of default
experiences can be difficult and are often based on only a subset of actual defaults. Delinquencies,
on the other hand, are recorded contemporaneously and generally on a more consistent basis.
Therefore, delinquency data may provide a good source of information for analysis, particularly for
evauating the performance of newly originated loans and for identifying underperforming loans
that require greater attention.

While delinquency and default risks arise from the borrower falling behind on
their payment obligations, prepayment risk arises when a borrower decides to repay aloan in full
before the term of the loan is reached. Borrowers prepay their loans for many reasons but tend to
do so in large numbers when market interest rates fall, because they can substitute aloan with a
lower rate of interest for one with ahigher rate. Lenders expect a certain proportion of borrowers
to prepay their loans and can price their loans accordingly. However, if interest rates fall more
than anticipated, lenders may fail to achieve targeted rates of return.

Delinquency and default propensities have been the focus of most of the research on the
performance of CRA-related and affordable home lending. Prepayment risk has received less
attention, athough it has been widely assumed that borrowers receiving such loans would either
tend to have more difficulty qualifying for a new loan or would be less likely to change residence
and hence would be less likely to prepay.

The economic literature has developed two major theories of the determinants of
delinquency and default. “Option-based” theories of default focus on the role of the borrower’s
equity in the home in the decision of whether to default on a mortgage. Under this approach, as
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long as the market value of the home (net of sales expenses) exceeds the market value of the
mortgage, the borrower has a financial incentive to sell the property to extract the equity rather
than to default on the loan. Option-based theories of default emphasize equity-related factors,
such as theinitial loan-to-value ratio on a mortgage, current and expected house price
appreciation, and the age of aloan as key determinants of default.

While option-based theories of default emphasize the role of equity in determining loan
performance, “triggering-event” theories emphasize the role of factors that may adversely affect
the financial well-being of the borrower and ultimately the borrower’ s ability to meet mortgage
payment obligations as scheduled. In this view, both negative equity and a triggering event, such
as aloss of income due to adisruption in employment, would be associated with most defaults.
Hence, researchers who emphasi ze the role of triggering events in loan performance focus on the
borrower’s vulnerability to income disruptions.

These theories have provided a framework for empirically evaluating default and its causes.
The evidence supports the notion that equity in the house is an important factor in default
decisions.® Evidence on the importance of triggering events has been less definitive, although

recent evidence suggests that they are an important consideration and influence borrower

*®For areview of the many studies that demonstrate the importance of equity in the home as a factor in
default decisions, see Roberto G. Quercia and Michadl A. Stegman, “ Residential Mortgage Default: A Review of
the Literature,” Journal of Housing Research, vol. 3(2) (1992), pp. 341-79. More recent studies have corroborated
thisresult. See, for example, Dennis R. Capozza, Dickran Kazarian, and Thomas A. Thomson, “ Mortgage Default
in Local Markets,” Real Estate Economics, vol. 25(4) (1997), pp. 631-55.
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repayment decisions.*

®Examples include Capozza, Kazarian, and Thomson, “ Mortgage Default;” and Y ongheng Deng, Robert
Van Order, and John M. Quigley, “ Mortgage Default and Low Downpayment Loans: The Costs of Public
Subsidy,” Journal of Regional Science and Urban Economics, vol. 26(3-4) (1996), pp. 263-85.
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Appendix B: Affordable Mortgage L ending Programs

In recent years, mortgage originators, secondary mortgage market institutions (Fannie Mae and
Freddie Mac, in particular) and private mortgage insurance (PM1) companies have initiated a wide
variety of affordable mortgage lending programs. The details vary widely, but affordable home
loan programs generally involve four distinct elements: targeted groups, specia marketing, the
application of nontraditional and more flexible underwriting standards, and the proactive use of
risk-mitigation activities. Targeted groups are usually defined with eligibility criteriatied to
borrower or neighborhood income, loan-to-value ratios, location, homebuyer status (for example,
first-time homebuyers), and other factors.

Most important among these criteria are the income eligibility restrictions, which normally
require a prospective borrower to have alow or moderate income or to purchase ahomein alow-
or moderate-income neighborhood. Special marketing activities commonly include homebuyer
education seminars and outreach to religious and community organizations active in targeted
neighborhoods. Fexible underwriting policies usually have the following characteristics: relatively
low-down-payment requirements; higher acceptable ratios of debt payment to income; the use of
alternative credit history information, such as records of payments for rent and utilities; flexible
employment standards; and reduced cash-reserve requirements. In addition, some lenders offer
reduced interest rates, waive private mortgage insurance regquirements, or reduce or waive points
or fees associated with originating the loan.

To reduce the potential for higher losses on these flexibly underwritten loans, lenders
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customarily require the borrowers to complete a homebuyer education program and to undergo
credit counseling when needed. Lenders also use enhanced servicing techniques on these loans,
contacting borrowers by phone, for example, as soon as they are thirty days delinquent to
determine the cause of the delinquency and to establish a plan to rectify the situation. Lenders also
mitigate their potential exposure to losses by sharing risks with third parties, including local or

state public authorities or private revolving loan funds.
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Appendix C: Legidative and Regulatory History of the CRA

The CRA encourages insured commercia banks and savings associations to help meet the credit
needs of their communities, including low- and moderate-income neighborhoods, consistent with
their safe and sound operation. In adopting the CRA, the Congress reaffirmed the principle that
banking institutions have an obligation under their charters to serve "the convenience and needs’ of
their communities by extending credit to all parts of those communities.®

The mandates of the CRA are directed primarily at the four federal banking supervisory
agencies-—-the Board of Governors of the Federal Reserve System, the Federal Deposit Insurance
Corporation, the Office of the Comptroller of the Currency, and the Office of Thrift Supervision.
The act calls upon the agencies to use their supervisory authority to encourage each banking
institution to help meet local credit needs in a manner consistent with safe and sound operation, by
(2) assessing the institution's record of meeting the credit needs of its entire community, including
low- and moderate-income neighborhoods, and (2) considering the institution's CRA performance
when assessing an application for a charter, deposit insurance, branch or other deposit facility,

office relocation, or merger or acquisition.

Legidative History

The legidlative history of the CRA indicates that members of Congress were concerned primarily

®The CRA does not cover credit unions and other types of financia institutions. For amore expansive
overview of the history of the CRA and of the issues associated with it, see Griffith L. Garwood and Dolores S.
Smith, "The Community Reinvestment Act: Evolution and Current Issues,” Federal Reserve Bulletin, vol. 79
(April 1993), pp. 251-67.
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with conditions in inner-city neighborhoods, particularly economically distressed and blighted
areas. Proponents of the CRA argued that banking institutions were accepting deposits from
households and businesses in those areas while lending elsewhere and overlooking qualified loan
applicants from the loca community. They believed that the failure of banking institutions to take
advantage of sound lending opportunities in those neighborhoods accelerated the process of
economic decay and inhibited private revitalization efforts.

The legidlative debate indicates that the Congress did not support nonmarket methods of
credit allocation, such as lending quotas established through government regulation, to meet the
credit needs of local communities. Rather, the CRA seeks to promote banking institution search
for and service of qualified borrowing prospects in their communities and even-handed treatment
of creditworthy applicants. In keeping with this view, the CRA does not require excessive risk-
taking or lending that would undermine the safety and soundness of covered institutions.

Although the broad concerns of the Congress were well known, there was little
congressional guidance provided to the agencies responsible for promulgating the regulations that
implement the law. For example, the Act did not provide the regulatory agencies with any
guidance in defining a "low- or moderate-income neighborhood,” a bank's "community,” or the
criteriafor determining how well a particular institution is meeting its community’s credit needs.

I mplementing the CRA

To implement the CRA, the supervisory agencies solicited public comment and in 1978 adopted
joint regulations that reflected two principles that continue today to mark the administration of the
CRA. First, the regulation should not require covered institutions to allocate credit according to
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government-issued edicts. Second, banking institutions should be free to meet their CRA
obligations in different ways to reflect the specific needs of their communities and their own
capabilities.

To apply the CRA, the regulatory agencies identified twelve factors against which the
agencies would assess the performance of banking institutions, and these were codified in the
regulations. They also adopted uniform examination procedures. Like the regulations, these
procedures stressed that covered institutions could use various means to learn about and help meet
the credit needs of their local communities. As required by the law, the regulatory agencies
conduct periodic CRA examinations of banking institutions and evaluate and consider CRA
performance during the application process for bank acquisitions, mergers, and other actions.

Over the years, the regulatory agencies provided additional guidance to regulated
institutions to help clarify their responsibilities under the CRA and the procedures the agencies
would follow in assessing performance.®® In August 1989, the Congress amended the CRA to
require the public release of examination assessments and corresponding CRA performance
ratings.®

Concerns about the evaluation process for the CRA continued over the years, despite the

agencies effortsto clarify policies and procedures. Some community advocacy groups believed,

®The Federal Financia Institutions Examination Council (FFIEC) issued a policy statement in September
1980. The regulatory agencies issued an interagency policy statement in April 1989.

®Guidelines were also published in April 1990 to detail expected performance requirements and provide

information about how examiners would evaluate institutions. See FFIEC announcement, "Guidelines for
Disclosure of Written Evaluations and Revised Assessment Rating System.”
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for example, that the examination process failed to make meaningful distinctions between banking
institutions that performed well under the CRA and those that performed poorly. On the other
hand, some banking institutions were concerned that CRA enforcement was too focused on

process and paperwork and that the examination standards were unclear and inconsistently applied.

The Current CRA Regulations

Believing that the implementation of the CRA could be improved, President Clinton in July 1993
requested that the regulatory agencies reform the CRA examination and enforcement system. The
President asked the agencies to refocus the CRA examination system on more objective,
performance-based assessment standards to further the goals of minimizing the burden of
compliance, promoting consistency and even-handedness, and providing more effective sanctions
against institutions with consistently poor performance.

Following a period of review and public comment, the agencies issued revised regulations
in April 1995.°* The new regulations provide distinct performance evaluation tests for three
categories of banking institutions--large retail, small retail, and wholesale or limited-purpose
ingtitutions. Each institution may aso choose, as an aternative, to be evaluated under a “strategic
plan” option in which the institution identifies and seeks to meet measurable objectives. Like the
earlier regulations, the new regulations do not establish specific lending thresholds for obtaining a

particular CRA performance rating. While large retail and small retail institutions are evaluated

%3See Federal Reserve press release, "Community Reinvestment Act Regulations,” April 24, 1995.
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primarily based on their performance in their assessment areas, wholesale and limited purpose
institutions may be evaluated based on their performance nationwide, so long as they have
adequately addressed the needs of their assessment areas.

To further promote consistency of assessments, the regulations establish a uniform set of
ratings criteria. Specifically, the agencies assign ratings of outstanding, satisfactory, needs to
improve, and substantial noncompliance to an institution's CRA performance.

For large retail banking institutions, the new regulations substitute three performance tests-
-lending, investment, and service--for the twelve assessment factors contained in the original
regulation. (See box "The Three CRA Performance Tests') Under this scheme, lending is more
heavily weighted than investments or services, so that an institution may not receive a satisfactory
or outstanding rating unless it is rated at least low satisfactory on lending. To facilitate the CRA
assessment process, and to increase public awareness of the activities of banking institutions, the
new regulation requires large banking institutions to report to the supervisory agencies the number,
the dollar amount, and the geographic distribution of al small business and small farm loans and

any community development loans.®

%Under the regulation, a“large” banking institution is generally defined to be an independent institution
with assets of $250 million or more or an institution of any size if owned by a banking institution holding company
with assets of $1 billion or more.

For the reporting of business loans, the maximum loan size reported is $1 million; for the reporting of
farm loans, the maximum loan size reported is $500,000.

The regulation defines a community development loan as any loan whose primary purpose is community
development and includes such loans as those for affordable housing, multifamily residential housing for low- and
moderate- income households and other loans that promote economic development by financing small businesses
or stabilizing low- or moderate-income areas.
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Box: The Three CRA Performance Tests

The regulations that implement the CRA set forth three tests by which
the performance of most large retail banking institutions is evaluated: a
lending test, an investment test, and a service test.

The lending test involves the measurement of lending activity for
avariety of loan types, including home mortgage, small business and
small farm loans. Among the assessment criteria are the geographic
distribution of lending, the distribution of lending across different types
of borrowers, the extent of community development lending, and the use
of innovative or flexible lending practices to address the credit needs of
low- or moderate-income individuals or areas.

The investment test considers a banking institution's qualified
investments that benefit the institution's assessment area or a broader
statewide or regional areathat includes its assessment area. A qualified
investment is a lawful investment, deposit, membership share, or grant
that has community development as its primary purpose.

The service test considers the availability of an institution's
system for delivering retail banking services and judges the extent of its
community development services and their degree of innovativeness and
responsiveness. Among the assessment criteriafor retail banking
services are the geographic distribution of an institution's branches and
the availability and effectiveness of alternative systems for delivering
retail banking services, such as automated teller machines, in low- and
moderate-income areas and to low- and moderate-income persons.

A large banking ingtitution’ s performance under the three performance tests is evaluated by
examiners in the context of information about the institution and its community, competitors, and

peers (broadly referred to as the "performance context"). Assessments of a banking institution’s

record under the CRA consider many factors, including the economic and demographic

characteristics of the institution’s local community; lending, investment, and service opportunities
in thelocal community; theinstitution's product offerings and business strategy; and its capacity
and constraints. According to the regulatory agencies, a principa benefit of the new regulation is

that it lowers the costs of compliance and makes CRA performance ratings more meaningful by
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spelling out in greater detail the process and indicators regulators use to make CRA evaluations.

Assessments of the CRA performance of small banking institutions are streamlined relative
to those for larger ingtitutions. For small institutions, lending is the primary consideration; a small
institution may opt to be evaluated under the investment and service tests for large institutions.
Consideration is aso given to investment and service activities when an improvement of a small
ingtitution’s CRA rating from “satisfactory” to “outstanding” is sought by the institution. By
contrast, wholesale banks, which typically do little retail lending, and limited-purpose institutions,
such as credit card banks, may elect to be evaluated using a community development test that
primarily considers community development lending, investments, and services. For these banks,
the only lending considered is community development lending.

The CRA legidation refers specifically to the importance of the geographic distribution of
an ingtitution's lending across al sections of its community. The revised regulation implements this
legidative intent with respect to large banking institutions primarily through the "lending test" in
which lending activities are measured by (1) the portion of loans extended within an institution's
local community, as distinct from its lending outside the community, and (2) the distribution of
loans across neighborhoods of differing incomes. For assessing the distribution of loans by
neighborhood income, neighborhoods are grouped as low-, moderate-, middle-, or upper-income.®

The revised regulations also extend the evaluation of a bank's lending to encompass the

distribution of loans across borrowers of different economic standing. The definition of economic

®For most institutions, these income divisions divide the population and the number of census tracts into
groups of unequal size whether measured by number, residents, housing units, or businesses.
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standing varies with the product being examined. For retail products, such as mortgage and, in
some cases, consumer lending, CRA assessments consider the distribution of loans across low-,
moderate-, middle-, and upper-income borrowers. Borrower income categories follow the same
groupings as those for neighborhoods but rely on the borrower's income relative to that of the
median family income of the metropolitan statistical area or nonmetropolitan portion of the state in
which the borrower islocated. For small business and small farm lending, assessments consider
the distribution of small loans (loans of $1 million or less to businesses and $50,000 or less to
farms) across businesses and farms with differing levels of revenue and focus particularly on loans
to businesses or farms with revenues of $1 million or less.

An additional provision of the new regulations was the requirement that banking regulators
make public alist of those institutions that are scheduled to undergo a CRA performance
examination in the forthcoming quarter. This provision was added to enhance the public’'s
opportunity to provide comments on the CRA performance of banking institutions. Each
ingtitution must also maintain a public file including such comments as well as other pertinent

materials, such as its most recent performance evaluation.

Summary

The legidative history indicates that the Congress did not intend for the CRA to result in
government-imposed credit allocation. The expectation, rather, was that banking institutions
would be proactive in seeking out and serving viable lending opportunitiesin all sections of their
communities. At the same time, it was expected that lending activities would be undertaken in a
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manner consistent with the safe and sound operation of banking institutions. The regulations that
implement the CRA reflect these goals. They provide for flexibility and direct that performance be

evaluated in the context of the specific circumstances faced by each institution.
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3a. Profitability of home purchase and refinance lending, by size of banking institution, per institution

Percent of respondents, except as noted

Size of banking institution
(assetsin millions of dollars)

All
950-4,999 5,000-29,999 | 30,000 or more institutions?
All CRA All CRA All CRA | Al CRA
Profitability measure* loans | loans | loans | loans | loans | loans | loans | loans
Absolute profitability
Profitable ........... ... ... ... .. ... 68 54 73 39 85 46 70 50
Marginally profitable .................... 24 32 24 36 15 19 24 32
Breakeven ......... ... ... ... il 5 2 3 6 0 0 4 3
Marginally unprofitable .................. 0 5 0 12 0 19 0 7
Unprofitable . ......... ... ... ... ... .. 2 7 0 6 0 15 2 8
Total .. 100 100 100 100 100 100 100 100
Relative profitability (profitability of CRA-related
loans compared with non-CRA loans)
Higherfor CRAloans . ................... 0 0 0 0
Somewhat higher for CRAloans .. .......... 0 0 0 0
About the samefor CRAloans ............. 61 48 31 56
Somewhat lower for CRA loans ............ 27 18 27 25
Lowerfor CRAloans .................... 12 33 42 19
Total .. 100 100 100 100
MEMO
Number that responded . .. ................ 41 33 26
Number that did not answer ............... 28 10 1
Number for which question not applicablée’ . . .. 3 1 0
MEMO
Difference in ROE (percentage points)
Mean ... ... -6 -3.7 -1.7 -1.8
Median ... 0 0 0 0
Number of respondents reporting same ROE . . . . 25 16 8
Number of respondents reporting a difference . . . 7 8 7
Number that did not answer . ................ 37 19 12
Number for which question not applicable® .. . .. 3 1 0

Note. In thisand subsequent tables, components may not sum to 100 percent because of rounding.

... Not applicable.
1. Profitability measureis return on equity (ROE).

2. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-
Size categories. As aconseguence, no memo items reporting numbers (as opposed to percentages) are shown for “ All

institutions.”

3. Aningtitution fallsin this category if it does not make any loans in the loan product area.



3b. Profitability of home purchase and refinance lending, by size of banking institution, per dollars of 1999 CRA-related

originations

Percent of responses, except as noted

Size of banking institution
(assetsin millions of dollars)

All
950-4,999 5,000-29,999 | 30,000 or more institutions?
All CRA All CRA All CRA | Al CRA
Profitability measure* loans | loans | loans | loans | loans | loans | loans | loans
Absolute profitability
Profitable ........... ... ... ... .. ... 79 75 90 43 95 71 91 64
Marginally profitable .................... 17 18 8 45 5 9 8 20
Breakeven .......... ... ... .. ... 4 4 2 5 0 0 1 2
Marginally unprofitable .................. 0 1 0 7 0 18 0 12
Unprofitable . ......... .. ... ... ... . .. 0 2 0 0 0 2 0 1
Total .. 100 100 100 100 100 100 100 100
Relative profitability (profitability of CRA-related
loans compared with non-CRA loans)
Higherfor CRAloans . ................... 0 0 0 0
Somewhat higher for CRAloans .. .......... 0 0 0 0
About the samefor CRAloans ............. 61 37 29 37
Somewhat lower for CRA loans ............ 21 29 56 43
Lowerfor CRAloans .................... 18 33 15 20
Total .. 100 100 100 100
MEMO
Number that responded . .. ................ 41 33 26
Number that did not answer ............... 28 10 1
Number for which question not applicablée’ . . .. 3 1 0
MEMO
Difference in ROE (percentage points)
Mean ... ... -2 -5.9 -2.6 -3.1
Median ... 0 0 0 0
Number of respondents reporting same ROE . . . . 25 16 8
Number of respondents reporting a difference . . . 7 8 7
Number that did not answer . ................ 37 19 12
Number for which question not applicable® .. . .. 3 1 0

... Not applicable.
1. Profitability measureis return on equity (ROE).

2. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-
size categories and weights based on the dollars of 1999 CRA-related home purchase and refinance loan originations. Asa
consequence, No memo items reporting numbers (as opposed to percentages) are shown for “ All institutions.”

3. Aningtitution fallsin this category if it does not make any loans in the loan product area.



3c. Performance of home purchase and refinance lending, by size of banking institution, per institution

Percent of respondents, except as noted

Size of banking institution
(assets in millions of dollars)

30,000 All
950-4,999 5,000-29,999 or more institutionst
All CRA | All CRA | All CRA All CRA
Performance measure loans | loans | loans | loans | loans | loans | loans | loans
30-89 day delinquency rate (percentage points)
MEBN .t 107 18 242 404 228 399 144 2.46
Median . ... e .88 120 148 320 206 279 1.08 1.70
Relative 30-89 day delinquency rate (delinquency rate for CRA-
related loansrelative to rate for all loans)
CRAIOWEN ... 15 12 6 14
CRASAME ... e 44 12 6 35
CRANIGNEr ..o 41 76 88 51
Total .. 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . .. . ... 12 2 1
Numberthatresponded ........... ... ... ... 27 17 16
Number that didnotanswer . ............ ... ... 40 24 11
Number for which question not applicable? ................. 5 3 0
90 or more days delinquency or nonaccruing rate
(percentage points)
Mean ... .. 54 118 153 28 109 184 .79 157
Median .. ... 46 .50 81 1.73 .89 1.00 A7 71
Relative 90 or more days delinquency or nonaccruing rate
(delinquency rate for CRA-related loans relative to rate for all
loans)
CRA JOWEN o 19 6 25 16
CRASAME ... 44 18 0 36
CRANIGNEr .o 37 76 75 48
Total .. 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . .. . ... 12 3 0
Number thatresponded . .......... ... ... ... 27 17 16
Number that didnotanswer . ............. .. ... 40 24 11
Number for which question not applicable? ................. 5 3 0
Charge-off rate (percentage points)
MEBN ..t A3 .18 .19 .38 27 31 .15 .23
Median . ... .01 .00 .04 .24 .04 22 .02 .02
Relative charge-off rate (charge-off rate for CRA-related loans
relative to rate for all loans)
CRA IOWEN ... 19 7 17 16
CRASAME ... e 59 40 25 53
CRAhigher ... ... 22 53 58 31
Total .. 100 100 100 100
MEMO
Number of respondents reporting same charge-off rate ... ...... 16 6 3
Number thatresponded . .......... ... ... i, 27 15 12
Number that didnotanswer . ............ ... ... 40 26 15
Number for which question not applicable? ................. 5 3 0

... Not applicable.

1. Figuresare averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-size categories.

As a consequence, no memo items reporting numbers are shown for “ All institutions.”



2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does not hold both CRA-related
and other loans in its loan portfolio.

3d. Relative credit losses on CRA-related and other home purchase and refinance loans, by size of banking
institution, per institution

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)
950- 5,000- 30,000 All
Relative credit losses 4,999 29,999 | ormore | ingtitutions'
Credit losses (credit losses on CRA-related loans compared with
non-CRA loans)
Higherfor CRAloans ........... ... ... 11 21 19 14
Somewhat higher for CRAloans .. ...................... 11 21 31 14
Aboutthesame ......... ... 70 58 42 65
Somewhat lower for CRAloans . . ........... ... 4 0 4 3
Lowerfor CRAIOANS. . .. ..ot 4 0 4 3
Total . 100 100 100 100
MEMO
Number thatresponded ... ......... .. ... ... .. .. ... .. 46 33 26
Number that did not answer ............... ... ... ..... 21 8 1
Number for which question not applicable? ................ 5 3 0
... Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories. As aconsequence, no memo items reporting numbers are shown for * All institutions.”

2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does not
hold both CRA-related and other loansin its loan portfolio.



3e. Performance of home purchase and refinance lending, by size of banking institution, per dollars of 1999 CRA-related originations

Percent of responses, except as noted

Size of banking institution
(assets in millions of dollars)

30,000 All
950-4,999 5,000-29,999 or more institutionst
All CRA All CRA All CRA All CRA
Performance measure loans | loans | loans | loans | loans | loans | loans | loans
30-89 day delinquency rate (percentage points)
MEBN ..ot 1.02 1.80 1.46 270 222 311 1.82 2.78
Median . ... .93 135 1.08 241 272 272 155 272
Relative 30-89 day delinquency rate (delinquency rate for
CRA-related loans relative to rate for all loans)
CRAIOWEN .. e 18 4 7 8
CRASIME ... . e 38 5 2 9
CRAhigher ... ... ... . 45 90 90 83
Total .. 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . 12 2 1
Number thatresponded .......................... 27 17 16
Number that did notanswer ....................... 40 24 11
Number for which question not applicable? ........... 5 3 0
90 or more days delinquency or nonaccruing rate
(percentage points)
MEBN ..t .60 113 a7 1.65 .66 1.04 .68 122
Median . ... .46 .80 .53 173 .59 .98 .53 .98
Relative 90 or more days delinquency or nonaccruing rate
(delinquency rate for CRA-related loansrelative to rate
for all loans)
CRAIOWEN .. e 18 3 13 11
CRASIME ... . e 38 5 0 8
CRADIGhEr ... 45 o1 87 81
Total .. 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . 12 3 0
Number thatresponded .......................... 27 17 16
Number that did notanswer ....................... 40 24 11
Number for which question not applicable? ........... 5 3 0
Charge-off rate (percentage points)
MEBN ..t .15 A3 .25 .76 .33 .25 .28 37
Median . ... .02 .02 7 .96 .04 .04 .04 .18
Relative charge-off rate (charge-off rate for CRA-related
loans relative to rate for all loans)
CRAIOWEN ... e 24 5 18 15
CRASAME ... e 52 19 51 43
CRAhigher ... ... .. 24 76 31 42
Total .. 100 100 100 100
MEMO
Number of respondents reporting same charge-off rate . . . 16 6 3
Number thatresponded .......................... 27 15 12
Number that did notanswer ....................... 40 26 15
Number for which question not applicable? ........... 5 3 0

... Not applicable.

1. Figuresare averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-size categories
and weights based on the dollars of 1999 CRA-related home purchase and refinance loan originations. As a consequence, no memo items

reporting numbers are shown for “ All institutions.”



2. Aningtitution fallsin this category if either it does not make any loans in the loan product area or if it does not hold both CRA-related
and other loans in its loan portfolio.

3f. Relative credit losses on CRA-related and other home purchase and refinance loans, by size of banking
institution, per dollars of 1999 CRA-related originations

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)
950- 5,000- 30,000 All
Relative credit losses 4,999 29,999 or more | institutions'
Credit losses (credit losses on CRA-related loans compared with
non-CRA loans)
Higherfor CRAloans ......... .. ... . ... 9 13 21 17
Somewhat higher for CRAloans .. ...................... 8 32 34 29
Aboutthesame ...... ... ... i 79 55 40 50
Somewhat lower for CRAloans . . ........... ... 1 0 4 3
Lower for CRAIOENS. . .. ..o 2 0 2 2
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... .. .. .. ... .. 46 33 26
Number that did notanswer ............... ... ... ..... 21 8 1
Number for which question not applicable? ................ 5 3 0
... Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories and weights based on the dollars of 1999 CRA-related home purchase and refinance loan
originations. As aconsequence, no memo items reporting numbers are shown for “ All institutions.”

2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or, in the case of
performance, if it does not hold both CRA-related and other loans in its loan portfolio.



3g. Sources of differences in the profitability of CRA-related and non-CRA home purchase and refinance loans, by

size of banking institution, per institution

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)

950- 5,000- 30,000 All
Source of difference 4,999 29,999 | ormore | ingtitutions'
Origination costs (origination costs for CRA-related loans
compared with non-CRA |oans)
Higherfor CRAloans ........... ... ... 17 24 27 19
Somewhat higher for CRAloans .. ...................... 29 43 46 33
Aboutthesame ......... ... i 53 30 27 47
Somewhat lower for CRAloans . . ........... ... 0 3 0 1
Lower for CRAIOANS. . .. ..o 0 0 0 0
Tota . 100 100 100 100
MEMO
Number thatresponded ... ......... ... ... .. .. .. ...... 58 37 26
Number that did notanswer ........................... 9 5 1
Number for which question not applicable? ................ 5 2 0
Servicing costs (servicing costs for CRA-related loans compared
with non-CRA loans)
Higherfor CRAloans ........... ... ... 8 18 13 10
Somewhat higher for CRAloans .. ...................... 21 18 46 22
Aboutthesame ...... ... ... i 72 64 42 68
Somewhat lower for CRAloans . . ........... ... 0 0 0 0
Lower for CRAIOANS. . .. ..o 0 0 0 0
Total .o 100 100 100 100
MEMO
Number thatresponded ... ......... ... ... .. .. .. ...... 53 33 24
Number that did notanswer ............... ... ... ..... 12 6 1
Number for which question not applicable? ................ 7 5 2
Pricing (pricing of CRA-related loans compared with non-CRA
loans)®
Higherfor CRAloans ........... ... ... 3 0 4 3
Somewhat higher for CRAloans .. ...................... 2 17 4 5
Aboutthesame ...... ... ... i 55 53 38 53
Somewhat lower for CRAloans . . ........... ... 31 22 31 29
Lowerfor CRAIOANS. . .. ..o 9 8 23 10
Total . 100 100 100 100
MEMO
Number thatresponded ... ......... ... ... .. .. .. ...... 58 36 26
Number that did notanswer ............... ... ... ..... 9 6 1
Number for which question not applicable? ................ 5 2 0

... Not applicable.

1. Fgures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories. As aconsequence, no memo items reporting numbers are shown for * All institutions.”
2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or, in the case of
servicing costs, if it does not hold both CRA-related and other loansin its loan portfolio.
3. Based on the annual percentage rate for the loan at the time of loan origination.



3h. Sources of differences in the profitability of CRA-related and non-CRA home purchase and refinance loans, by

size of banking institution, per dollars of 1999 CRA-related originations

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)

950- 5,000- 30,000 All
Source of difference 4,999 29,999 | ormore | ingtitutions'
Origination costs (origination costs for CRA-related loans
compared with non-CRA |oans)
Higherfor CRAloans .......... ... .. ... 25 20 8 14
Somewhat higher for CRAloans .. ...................... 33 55 76 64
Aboutthesame ...... ... ... i 42 25 16 23
Somewhat lower for CRAloans . . ........... ... 0 0 0 0
Lower for CRAIOANS. . .. ..o 0 0 0 0
Total .o 100 100 100 100
MEMO
Number thatresponded . ........... ... ... .. .. .. ...... 58 37 26
Number that did notanswer ............... ... ... ..... 9 5 1
Number for which question not applicable? ................ 5 2 0
Servicing costs (servicing costs for CRA-related loans compared
with non-CRA loans)
Higherfor CRAloans ........... .. .. ... 4 5 4 4
Somewhat higher for CRAloans .. ...................... 23 39 56 46
Aboutthesame ........ ... .. i 73 56 41 50
Somewhat lower for CRAloans . . ........... ... ... .. ... 0 0 0 0
Lower for CRAIOANS. . .. ..o 0 0 0 0
Total . 100 100 100 100
MEMO
Number thatresponded ... ......... ... ... .. .. .. ... .. 53 33 24
Number that did notanswer ............... ... ... ..... 12 6 1
Number for which question not applicable? ................ 7 5 2
Pricing (pricing of CRA-related loans compared with non-CRA
loans)®
Higherfor CRAloans ........... ... ... 3 0 17 10
Somewhat higher for CRAloans .. ...................... 2 3 1 1
Aboutthesame ........ ... .. i 59 76 44 55
Somewhat lower for CRAloans . . ........... ... 30 20 34 30
Lower for CRAIOANS. . .. ..o 5 2 4 4
Total .o 100 100 100 100
MEMO
Number thatresponded ... ......... ... ... .. .. .. ... .. 58 36 26
Number that did notanswer ............... ... ... ..... 9 6 1
Number for which question not applicable? ................ 5 2 0

... Not applicable.

1. Fgures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories and weights based on the dollars of 1999 CRA-related home purchase and refinance loan
originations. As aconsequence, no memo items reporting numbers are shown for “ All institutions.”
2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or, in the case of
servicing costs, if it does not hold both CRA-related and other loansin its loan portfolio.
3. Based on the annual percentage rate for the loan at the time of loan origination.



4a. Profitability of home improvement lending, by size of banking institution, per institution

Percent of respondents, except as noted

Size of banking institution
(assetsin millions of dollars)

All
950-4,999 5,000-29,999 | 30,000 or more institutions?
All CRA All CRA All CRA | Al CRA
Profitability measure* loans | loans | loans | loans | loans | loans | loans | loans
Absolute profitability
Profitable ......... ... ... ... ... ... ... 76 66 88 58 88 53 80 63
Marginally profitable .................... 18 24 4 17 6 29 14 23
Breakeven ........... .. ... ... ... 3 5 0 0 0 0 2 4
Marginally unprofitable .................. 3 5 8 17 6 12 4 8
Unprofitable .......... .. ... ... ... ... 0 0 0 8 0 6 0 2
Total .. 100 100 100 100 100 100 100 100
Relative profitability (profitability of CRA-related
loans compared with non-CRA loans)
Higher for CRAloans . ................... 0 0 0 0
Somewhat higher for CRAloans .. .......... 0 0 0 0
About the samefor CRAloans ............. 79 54 53 72
Somewhat lower for CRAloans ............ 16 13 29 16
Lowerfor CRAloans .................... 5 33 18 12
Total .. 100 100 100 100
MEMO
Number that responded . ... ............... 38 24 17
Number that did not answer ............... 20 11 5
Number for which question not applicablée’ . . . . 14 9 5
MEMO
Difference in ROE (percentage points)
Mean ... -6 -3.3 -21 -1.3
Median ... 0 0 0 0
Number of respondents reporting same ROE . . . .. 30 13 9
Number of respondents reporting a difference . . .. 5 4 1
Number that did notanswer . ................. 23 18 12
Number for which question not applicable’ . ... .. 14 9 5

... Not applicable.
1. Profitability measureis return on equity (ROE).

2. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-
Size categories. As aconseguence, no memo items reporting numbers (as opposed to percentages) are shown for “ All

institutions.”

3. Aningtitution fallsin this category if it does not make any loans in the loan product area.



4b. Profitability of home improvement lending, by size of banking institution, per dollars of 1999 CRA- related

originations
Percent of responses, except as noted
Size of banking institution
(assetsin millions of dollars)
All
950-4,999 5,000-29,999 | 30,000 or more institutions?
All CRA All CRA All CRA | Al CRA
Profitability measure* loans | loans | loans | loans | loans | loans | loans | loans
Absolute profitability
Profitable ......... ... ... ... ... ... ... 79 66 87 35 93 47 87 49
Marginally profitable .................... 15 19 1 34 4 35 6 30
Breakeven .......... .. ... ... ., 1 8 0 0 0 0 0 2
Marginally unprofitable .................. 6 7 12 19 3 15 6 14
Unprofitable ............ ... ... ... ... 0 0 0 12 0 3 0 5
Total .. 100 100 100 100 100 100 100 100
Relative profitability (profitability of CRA-related
loans compared with non-CRA loans)
Higher for CRAloans . ................... 0 0 0 0
Somewhat higher for CRAloans .. .......... 0 0 0 0
About the samefor CRAloans ............. 78 30 47 51
Somewhat lower for CRAloans ............ 15 31 40 31
Lowerfor CRAloans .................... 7 39 13 19
Total .. 100 100 100 100
MEMO
Number that responded . ... ............... 38 24 17
Number that did not answer ............... 20 11 5
Number for which question not applicablée’ . . . . 14 9 5
MEMO
Difference in ROE (percentage points)
Mean ... -9 -6.1 -1.3 -25
Median ... 0 0 0 0
Number of respondents reporting same ROE . . . .. 30 13 9
Number of respondents reporting a difference . . .. 5 4 1
Number that did notanswer . ................. 23 18 12
Number for which question not applicable’ ... ... 14 9 5

... Not applicable.
1. Profitability measureis return on equity (ROE).

2. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-
size categories and weights based on the dollars of 1999 CRA-related home improvement loan originations. Asa
consequence, No memo items reporting numbers (as opposed to percentages) are shown for “ All institutions.”

3. Aningtitution fallsin this category if it does not make any loans in the loan product area.



4c. Performance of home improvement lending, by size of banking institution, per institution

Percent of respondents, except as noted

Size of banking institution
(assets in millions of dollars)

30,000 All
950-4,999 5,000-29,999 or more institutionst
All CRA All CRA All CRA All CRA
Performance measure loans | loans | loans | loans | loans | loans | loans | loans
30-89 day delinquency rate (percentage points)
MEBN ..t .83 1.02 46 .95 91 .99 .76 1.00
Median . ... .56 .62 40 .50 1.03 .89 48 .59
Relative 30-89 day delinquency rate (delinquency rate for
CRA-related loans relative to rate for all loans)
CRAIOWEN .. 18 8 33 17
CRASAME ... e 45 17 0 36
CRAhigher ... ... 36 75 67 46
Total .. 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . . 10 2 0
Number thatresponded . ............ ... .. ... ...... 22 12 6
Number that did notanswer . ....................... 33 22 15
Number for which question not applicable? ............ 17 10 6
90 or more days delinquency or nonaccruing rate
(percentage points)
Mean . ... ... . 21 .16 17 .22 37 71 .22 21
Median . ... .10 .08 .09 .03 .19 .30 .09 .05
Relative 90 or more days delinquency or nonaccruing rate
(delinquency rate for CRA-related loans relative to rate for
all loans)
CRAIOWEN ..o 23 18 17 22
CRASAME ... . e 58 55 17 54
CRAhigher ... ... . 19 27 67 24
Total ..o 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . . 15 6 1
Number thatresponded . ............ ... .. ... ...... 26 11 6
Number that did notanswer ........................ 29 23 15
Number for which question not applicable? ............ 17 10 6
Charge-off rate (percentage points)
Mean . ... .07 .10 .34 121 ** ** 15 .38
Median . ... .01 .01 .20 174 *x *x .02 .01
Relative charge-off rate (charge-off rate for CRA-related
loans relative to rate for all loans)
CRAIOWEN . 20 22 20 20
CRASAME ... e 68 11 0 52
CRAhigher ... .. ... 12 67 80 28
Total .. 100 100 100 100
MEMO
Number of respondents reporting same charge-off rate . . . . 17 1 0
Number thatresponded . ............ ... .. ... ...... 25 9 5
Number that did notanswer ........................ 30 25 16
Number for which question not applicable? ............ 17 10 6

... Not applicable. ** Five or fewer respondents.

1. Figuresare averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-size categories.
As a consequence, no memo items reporting numbers are shown for “ All institutions.”
2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does not hold both CRA-related

and other loansiin its loan portfolio.



4d. Relative credit losses on CRA-related and other home improvement loans, by size of banking institution, per

institution

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)

950- 5,000- 30,000 All
Relative credit losses 4,999 29,999 or more | institutions
Credit losses (credit losses on CRA-related loans compared with
non-CRA loans)
Higherfor CRAloanNs ............. i, 2 8 14 4
Somewhat higher for CRAloans . ...................... 5 15 7 7
Aboutthesame ........ ... . .. .. 81 69 79 78
Somewhat lower for CRAloans .. ............ ... ... .. 12 8 0 10
Lowerfor CRAIoaNS . . ... 0 0 0 0
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 42 26 14
Number that didnotanswer .. ........... .. ... .. ... ... 13 8 7
Number for which question not applicable ............... 17 10 6

... Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories. As aconsequence, no memo items reporting numbers are shown for * All institutions.”
2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does not

hold both CRA-related and other loansin its loan portfolio.



4e. Performance of home improvement lending, by size of banking institution, per dollars of 1999 CRA-related originations

Percent of responses, except as noted

Size of banking institution
(assets in millions of dollars)

30,000 All
950-4,999 5,000-29,999 or more institutionst
All CRA All CRA All CRA All CRA
Performance measure loans | loans | loans | loans | loans | loans | loans | loans
30-89 day delinquency rate (percentage points)
Mean . ... 1.02 1.56 45 .75 81 .96 a7 1.06
Median . ... a7 220 .35 .50 .88 .81 48 .81
Relative 30-89 day delinquency rate (delinquency rate for
CRA-related loans relative to rate for all loans)
CRAIOWEN .. 26 36 29 30
CRASAME ... e 27 7 0 9
CRAhigher ... ... .. 47 56 71 61
Total .. 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . . 10 2 0
Number thatresponded . ............ ... .. ... ...... 22 12 6
Number that did notanswer ........................ 33 22 15
Number for which question not applicable? ............ 17 10 6
90 or more days delinquency or nonaccruing rate
(percentage points)
MEBN ..t 21 7 A2 A3 .24 .60 .20 .35
Median . ... .05 .05 .09 .03 A3 .33 .10 .25
Relative 90 or more days delinquency or nonaccruing rate
(delinquency rate for CRA-related loans relative to rate for
all loans)
CRAIOWEN .. 30 17 1 13
CRASAME ... . 47 55 19 37
CRAhigher ... .. ... 23 28 79 50
Total ..o 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . . 15 6 1
Number thatresponded . ............ ... .. ... ...... 26 11 6
Number that did notanswer . ....................... 29 23 15
Number for which question not applicable? ............ 17 10 6
Charge-off rate (percentage points)
Mean . ... . .05 14 42 137 ** ** .27 .72
Median . ... .01 .01 .20 174 *x *x .20 .19
Relative charge-off rate (charge-off rate for CRA-related
loans relative to rate for all loans)
CRAIOWEN .. 25 18 28 25
CRASAME ... e 55 6 0 16
CRAhigher ... ... ... 20 76 72 59
Total .. 100 100 100 100
MEMO
Number of respondents reporting same charge-off rate . . . . 17 1 0
Number thatresponded . ............ ... .. ... ...... 25 9 5
Number that did notanswer ........................ 30 25 16
Number for which question not applicable? ............ 17 10 6

... Not applicable. ** Five or fewer respondents.

1. Figuresare averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-size categories
and weights based on the dollars of 1999 CRA-related home improvement loan originations. As a consequence, N0 memo items reporting

numbers are shown for “ All institutions.”

2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does not hold both CRA-related

and other loans in its loan portfolio.






4f. Relative credit losses on CRA-related and other home improvement loans, by size of banking institution, per

dollars of 1999 CRA-related originations

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)

950- 5,000- 30,000 All
Relative credit losses 4,999 29,999 or more | institutions
Credit losses (credit losses on CRA-related loans compared with
non-CRA loans)
Higherfor CRAloanNs ............. i, 4 15 14 12
Somewhat higher for CRAloans . ...................... 4 25 7 11
Aboutthesame ........ ... ... ... 77 50 79 70
Somewhat lower for CRAloans .. ............ ...t 15 10 0 7
Lowerfor CRAIoANS .. ... 0 0 0 0
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 42 26 14
Number that didnotanswer .. ........... ... ... ... ... 13 8 7
Number for which question not applicable ............... 17 10 6

... Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories and weights based on the dollars of 1999 CRA-related home improvement |oan originations.

As a conseguence, no memo items reporting numbers are shown for “ All institutions.”
2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does not

hold both CRA-related and other loansin its loan portfolio.



4g. Sources of differencesin the profitability of CRA-related and non-CRA home improvement loans, by size of

banking institution, per institution

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)

950- 5,000- 30,000 All
Source of difference 4,999 29,999 or more | institutions'
Origination costs (origination costs for CRA-related loans
compared with non-CRA |oans)
Higherfor CRAloanNs ............. i, 6 3 0 5
Somewhat higher for CRAloans . ...................... 6 20 22 10
Aboutthesame . ........ ... .. . i 87 73 78 84
Somewhat lower for CRAloans .. ...................... 0 3 0 1
Lower for CRAIOANS . .. .. .o 0 0 0 0
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 47 30 18
Number that didnotanswer . .......................... 8 4 3
Number for which question not applicable ............... 17 10 6
Servicing costs (servicing costs for CRA-related loans compared
with non-CRA loans)
Higherfor CRAloans .......... ... i, 2 0 0 2
Somewhat higher for CRAloans . ...................... 9 13 17 10
Aboutthesame . ........ ... .. i 89 87 83 88
Somewhat lower for CRAloans .. ............. ... ...... 0 0 0 0
Lower for CRAIOANS . .. .. oo 0 0 0 0
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 47 30 18
Number that didnotanswer . ........... ... ... ... ..... 8 4 3
Number for which question not applicable ............... 17 10 6
Pricing (pricing of CRA-related loans compared with non-CRA
loans)®
Higherfor CRAloans . ......... ... ... 0 0 0 0
Somewhat higher for CRAloans . ...................... 0 13 5 3
Aboutthesame . ........ ... .. i 83 63 74 78
Somewhat lower for CRAloans .. ............. ... ...... 15 13 11 15
Lower for CRAIOANS . .. .. .o 2 10 11 4
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 46 30 19
Number that didnotanswer . .......................... 9 4 2
Number for which question not applicable ............... 17 10 6

... Not applicable.

1. Fgures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories. As aconsequence, no memo items reporting numbers are shown for * All institutions.”
2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or, in the case of

servicing costs, if it does not hold both CRA-related and other loans in its loan portfolio.

3. Based on the annual percentage rate for the loan at the time of loan origination.



4h. Sources of differences in the profitability of CRA-related and non-CRA home improvement loans, by size of

banking institution, per dollars of 1999 CRA-related originations

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)

950- 5,000- 30,000 All
Source of difference 4,999 29,999 or more | institutions'
Origination costs (origination costs for CRA-related loans
compared with non-CRA |oans)
Higherfor CRAloanNs ............. i, 16 2 0 5
Somewhat higher for CRAloans . ...................... 7 19 34 23
Aboutthesame . ........ ... .. . i 77 57 66 67
Somewhat lower for CRAloans .. ...................... 0 22 0 6
Lower for CRAIOANS . .. .. .o 0 0 0 0
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 47 30 18
Number that didnotanswer . .......................... 8 4 3
Number for which question not applicable ............... 17 10 6
Servicing costs (servicing costs for CRA-related loans compared
with non-CRA loans)
Higherfor CRAloans .......... ... i, 3 0 0 1
Somewhat higher for CRAloans . ...................... 12 10 33 21
Aboutthesame . ........ ... .. i 85 90 67 78
Somewhat lower for CRAloans .. ............. ... ...... 0 0 0 0
Lower for CRAIOANS . .. .. oo 0 0 0 0
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 47 30 18
Number that didnotanswer . ........... ... ... ... ..... 8 4 3
Number for which question not applicable ............... 17 10 6
Pricing (pricing of CRA-related loans compared with non-CRA
loans)®
Higherfor CRAloans . ......... ... ... 0 0 0 0
Somewhat higher for CRAloans . ...................... 0 17 5 7
Aboutthesame . ........ ... .. i 89 40 72 68
Somewhat lower for CRAloans .. ............. ... ...... 10 30 17 18
Lower for CRAIOANS . .. .. .o 1 12 6 7
Tota 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 46 30 19
Number that didnotanswer . .......................... 9 4 2
Number for which question not applicable ............... 17 10 6

... Not applicable.

1. Fgures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories and weights based on the dollars of 1999 CRA-related home improvement |oan originations.

As a conseguence, no memo items reporting numbers are shown for “ All institutions.”
2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or, in the case of

servicing costs, if it does not hold both CRA-related and other loans in its loan portfolio.

3. Based on the annual percentage rate for the loan at the time of loan origination.



5a. Profitability of small business lending, by size of banking institution, per institution

Percent of respondents, except as noted

Size of banking institution
(assetsin millions of dollars)

All
950-4,999 5,000-29,999 | 30,000 or more institutions

All CRA | Al CRA All CRA | Al CRA
Profitability measure* loans | loans | loans | loans | loans | loans | loans | loans

Absolute profitability

Profitable ......... ... ... ... ... ... ... 88 85 87 83 95 90 88 85
Marginally profitable .................... 9 12 4 9 5 10 8 11
Breakeven ........... .. ... .. L. 3 3 0 0 0 0 2 2
Marginally unprofitable .................. 0 0 4 4 0 0 1 1
Unprofitable ............ ... ... ... ... 0 0 4 4 0 0 1 1
Total .. 100 100 100 100 100 100 100 100

Relative profitability (profitability of CRA-related
loans compared with non-CRA loans)

Higher for CRAloans .................... 0 0 0 0
Somewhat higher for CRAloans .. .......... 6 0 0 4
About the samefor CRAloans ............. 82 83 85 82
Somewhat lower for CRAloans ............ 12 13 15 12
Lowerfor CRAloans .................... 0 4 0 1
Total .. 100 100 100 100
MEMO
Number that responded . ... ............... 33 23 20
Number that did not answer ............... 32 13 4
Number for which question not applicablée’ . . . . 7 8 3
MEMO
Difference in ROE (percentage points)
Mean ... -1 -2 -1 -1
Median ... 0 0 0 0
Number of respondents reporting same ROE . . . .. 27 19 17
Number of respondents reporting adifference . . .. 29 21 18
Number that did notanswer . ................. 36 15 6
Number for which question not applicable’ ... ... 7 8 3
... Not applicable.

1. Profitability measureis return on equity (ROE).

2. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-
Size categories. As aconseguence, no memo items reporting numbers (as opposed to percentages) are shown for “ All
institutions.”

3. Aningtitution fallsin this category if it does not make any loans in the loan product area.



5b. Profitability of small business lending, by size of banking institution, per dollars of 1999 CRA-related originations

Percent of responses, except as noted

Size of banking institution
(assetsin millions of dollars)

All
950-4,999 5,000-29,999 | 30,000 or more institutions?
All CRA All CRA All CRA | Al CRA
Profitability measure* loans | loans | loans | loans | loans | loans | loans | loans
Absolute profitability
Profitable ........... ... ... ... ... ... 91 91 98 92 100 99 96 94
Marginally profitable .................... 8 8 0 6 0 1 3 5
Breakeven ........... .. ... ... il 1 1 0 0 0 0 0 0
Marginally unprofitable .................. 0 0 2 2 0 0 0 0
Unprofitable ............ ... ... ... ... 0 0 1 1 0 0 0 0
Total .. 100 100 100 100 100 100 100 100
Relative profitability (profitability of CRA-related
loans compared with non-CRA loans)
Higher for CRAloans . ................... 0 0 0 0
Somewhat higher for CRAloans .. .......... 4 0 0 1
About the samefor CRAloans ............. 89 77 89 86
Somewhat lower for CRAloans ............ 7 15 11 11
Lowerfor CRAloans .................... 0 8 0 2
Total .. 100 100 100 100
MEMO
Number that responded . ... ............... 33 23 20
Number that did not answer ............... 32 13 4
Number for which question not applicablée’ . . . . 7 8 3
MEMO
Difference in ROE (percentage points)
Mean ... -1 -2 0 -1
Median ... 0 0 0 0
Number of respondents reporting same ROE . . . .. 27 19 17
Number of respondents reporting a difference . . .. 29 21 18
Number that did notanswer .. ................ 36 15 6
Number for which question not applicable’ . ... .. 7 8 3

... Not applicable.
1. Profitability measureis return on equity (ROE).

2. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-
size categories and weights based on the dollars of 1999 CRA-related small business loan originations. As a consequence,
no memo items reporting numbers (as opposed to percentages) are shown for “ All ingtitutions.”
3. Aningtitution fallsin this category if it does not make any loans in the loan product area.



5¢. Performance of small business lending, by size of banking institution, per institution

Percent of respondents, except as noted

Size of banking institution
(assets in millions of dollars)

30,000 All
950-4,999 5,000-29,999 or more institutionst
All CRA All CRA All CRA All CRA
Performance measure loans | loans | loans | loans | loans | loans | loans | loans
30-89 day delinquency rate (percentage points)
MEBN ..t .76 72 1.07 1.08 113 1.16 .83 .80
Median . ... 42 .32 1.05 114 117 1.23 .64 .50
Relative 30-89 day delinquency rate (delinquency rate for
CRA-related loans relative to rate for all loans)
CRAIOWEN ... e 10 17 50 13
CRASAME ... e 85 58 0 77
CRAhigher ... ... 5 25 50 10
Total .. 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . . 17 7 0
Number thatresponded . ............ ... .. ... ...... 20 12 6
Number that did notanswer . ....................... 45 24 17
Number for which question not applicable? ............ 7 8 4
90 or more days delinquency or nonaccruing rate
(percentage points)
Mean . ... ... . 45 41 .65 .56 .66 .55 .50 45
Median . ... 15 15 A4 40 .65 57 .20 19
Relative 90 or more days delinquency or nonaccruing rate
(delinquency rate for CRA-related loans relative to rate for
all loans)
CRAIOWEN ... e 10 31 50 17
CRASAME ... e 85 62 0 75
CRAhigher ... ... . 5 8 50 8
Total .. 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . . 17 8 0
Number thatresponded . ............ ... .. ... ...... 20 13 6
Number that didnotanswer ........................ 45 23 17
Number for which question not applicable? ............ 7 8 4
Charge-off rate (percentage points)
MEBN ..t .32 .35 .34 .36 .87 131 .36 41
Median . ... .05 .05 .30 .33 .67 .65 .10 .06
Relative charge-off rate (charge-off rate for CRA-related
loans relative to rate for all loans)
CRAIOWEN .. e 10 17 33 13
CRASAME ... e 80 58 0 71
CRADIGhEr ... 10 25 67 17
Total ..o 100 100 100 100
MEMO
Number of respondents reporting same charge-off rate . . . . 16 7 0
Number thatresponded . ............ ... .. ... ...... 20 12 6
Number that did notanswer ........................ 45 24 17
Number for which question not applicable? ............ 7 8 4

... Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-size categories.
As a consequence, no memo items reporting numbers are shown for “ All institutions.”
2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does not hold both CRA-related

and other loans in itsloan portfolio.






5d. Relative credit losses on CRA-related and other small business loans, by size of banking institution, per

institution

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)

950- 5,000- 30,000 All
Relative credit losses 4,999 29,999 | ormore | institutions'
Credit losses (credit losses on CRA-related loans compared with
non-CRA loans)
Higherfor CRAloanNs ............. i, 4 4 6 4
Somewhat higher for CRAloans . ...................... 2 7 28 5
Aboutthesame ........ ... ... ... 89 89 67 88
Somewhat lower for CRAloans .. ............ ...t 4 0 0 3
Lowerfor CRAIoANS .. ... 0 0 0 0
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... .. ..... 46 27 18
Number that didnotanswer .. ........... ... ... ... ... 19 9 4
Number for which question not applicable ............... 7 8 5

... Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories. As aconsequence, no memo items reporting numbers are shown for * All institutions.”
2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does not

hold both CRA-related and other loansin its loan portfolio.



5e. Performance of small business lending, by size of banking institution, per dollars of 1999 CRA-related originations

Percent of responses, except as noted

Size of banking institution
(assets in millions of dollars)

30,000 All
950-4,999 5,000-29,999 or more institutionst
All CRA All CRA All CRA All CRA
Performance measure loans | loans | loans | loans | loans | loans | loans | loans
30-89 day delinquency rate (percentage points)
MEBN ..t 1.09 1.06 1.09 1.23 112 1.26 1.10 1.18
Median . ... .64 .64 1.20 1.70 115 1.25 115 1.25
Relative 30-89 day delinquency rate (delinquency rate for
CRA-related loans relative to rate for all loans)
CRAIOWEN ..t 18 5 20 15
CRASAME .. it 70 66 0 42
CRAhigher ... .. ... 12 29 80 43
Total ..o 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . . 17 7 0
Number thatresponded . ............ ... .. ... ...... 20 12 6
Number that did notanswer . ....................... 45 24 17
Number for which question not applicable? ............ 7 8 4
90 or more days delinquency or nonaccruing rate
(percentage points)
Mean . ... . 71 .68 .58 .56 .76 81 .70 .70
Median . ... .38 .30 44 40 .70 .84 .70 .84
Relative 90 or more days delinquency or nonaccruing rate
(delinquency rate for CRA-related loans relative to rate for
all loans)
CRAIOWEN .. 21 27 19 22
CRASAME ... e 67 67 0 41
CRAhigher ... ... .. 12 6 81 37
Total ..o 100 100 100 100
MEMO
Number of respondents reporting same delinquency rate . . 17 8 0
Number thatresponded . ............ ... .. ... ...... 20 13 6
Number that did notanswer ........................ 45 23 17
Number for which question not applicable? ............ 7 8 4
Charge-off rate (percentage points)
MEBN .t .30 .35 .36 37 111 144 .63 .78
Median . ... .10 .06 .30 .30 .53 .60 .30 40
Relative charge-off rate (charge-off rate for CRA-related
loans relative to rate for all loans)
CRAIOWEN .. 24 23 16 20
CRASAME ... e 56 59 0 35
CRAhigher ... .. .. 20 18 84 45
Total .. 100 100 100 100
MEMO
Number of respondents reporting same charge-off rate . . . . 16 7 0
Number thatresponded . ............ ... .. ... ...... 20 12 6
Number that did notanswer ........................ 45 24 17
Number for which question not applicable? ............ 7 8 4

... Not applicable.

1. Figuresare averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-size categories
and weights based on the dollars of 1999 CRA-related small business loan originations. As a conseguence, no memo items reporting

numbers are shown for “ All institutions.”



2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does not hold both CRA-related
and other loans in its loan portfolio.

5f. Relative credit losses on CRA-related and other small business loans, by size of banking institution, per dollars
of 1999 CRA-related originations

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)
950- 5,000- 30,000 All
Relative credit losses 4,999 29,999 | or more | institutions'
Credit losses (credit losses on CRA-related loans compared with
non-CRA loans)
Higherfor CRAloanNs . ......... ... i, 4 1 8 5
Somewhat higher for CRAloans . ...................... 1 8 17 9
Aboutthesame . ........ ... .. i 85 91 75 82
Somewhat lower for CRAloans .. ...................... 11 0 0 4
Lower for CRAIOANS . .. .. .o 0 0 0 0
Total 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 46 27 18
Number that didnotanswer . .......................... 19 9 4
Number for which question not applicable ............... 7 8 5
... Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories and weights based on the dollars of 1999 CRA-related small business loan originations. Asa
consequence, N0 memo items reporting numbers are shown for “ All institutions.”

2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does not
hold both CRA-related and other loansin its loan portfolio.



5g. Sources of differencesin the profitability of CRA-related and non-CRA small business loans, by size of

banking institution, per institution

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)

950- 5,000- 30,000 All
Source of difference 4,999 29,999 | ormore | institutions'
Origination costs (origination costs for CRA-related loans
compared with non-CRA |oans)
Higherfor CRAloans .......... ... .. 2 0 5 2
Somewhat higher for CRAloans . ...................... 6 7 14 7
Aboutthesame ......... ... .. .. 88 86 77 86
Somewhat lower for CRAloans .. ............ ... ... .. 2 7 5 3
Lowerfor CRAIoaNS . . ... 2 0 0 2
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 48 28 22
Number that didnotanswer .. ........... .. ... .. ... ... 17 8 2
Number for which question not applicable ............... 7 8 3
Account maintenance and monitoring costs (costs for CRA-related
loans compared with non-CRA loans)
Higherfor CRAloans .......... ... ... 6 0 5 5
Somewhat higher for CRAloans . ...................... 4 7 15 5
Aboutthesame ........ ... ... .. 90 82 75 87
Somewhat lower for CRAloans .. ............ .. ... .. 0 11 5 2
Lowerfor CRAIoaNS .. ... 0 0 0 0
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 49 28 20
Number that didnotanswer .. ........... .. ... .. ... ... 16 8 2
Number for which question not applicable ............... 7 8 5
Pricing (pricing of CRA-related loans compared with non-CRA
loans)®
Higherfor CRAloanNs . ......... ... ... 0 0 0 0
Somewhat higher for CRAloans . ...................... 6 14 14 8
Aboutthesame ........ ... . ... 88 86 86 87
Somewhat lower for CRAloans .. ............ ... ... 6 0 0 5
Lowerfor CRAIoaNS .. ... 0 0 0 0
Total 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 49 28 21
Number that didnotanswer .. ........... ... .. ...t 16 8 3
Number for which question not applicable ............... 7 8 3

... Not applicable.

1. Fgures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories. As aconsequence, no memo items reporting numbers are shown for * All institutions.”

2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or, in the case of
servicing costs, if it does not hold both CRA-related and other loans in its loan portfolio.
3. Based on the annual percentage rate for the loan at the time of loan origination.



5h. Sources of differencesin the profitability of CRA-related and non-CRA small business loans, by size of
banking institution, per dollars of 1999 CRA-related originations

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)
950- 5,000- 30,000 All
Source of difference 4,999 | 29,999 | ormore | institutions'
Origination costs (origination costs for CRA-related loans
compared with non-CRA |oans)
Higherfor CRAloans .......... ... i, 2 0 8 4
Somewhat higher for CRAloans . ...................... 5 8 25 13
Aboutthesame . ........ ... .. . i 90 85 66 79
Somewhat lower for CRAloans .. ...................... 1 7 2 3
Lower for CRAIOANS . .. .. .ot 2 0 0 1
Total 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 48 28 22
Number that did notanswer . .......................... 17 8 2
Number for which question not applicable? ............... 7 8 3
Account maintenance and monitoring costs (costs for CRA-related
loans compared with non-CRA loans)
Higherfor CRAloanNs .......... ... .. 5 0 8 5
Somewhat higher for CRAloans . ...................... 2 12 24 13
Aboutthesame . ........ ... .. i 93 79 66 79
Somewhat lower for CRAloans .. ...................... 0 9 2 3
Lower for CRAIOANS . .. ..o 0 0 0 0
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 49 28 20
Number that didnotanswer . .......................... 16 8 2
Number for which question not applicable? ............... 7 8 5
Pricing (pricing of CRA-related loans compared with non-CRA
loans)®
Higherfor CRAloans . ......... ... .. 0 0 0 0
Somewhat higher for CRAloans . ...................... 3 16 29 16
Aboutthesame . ........ ... .. i 88 84 71 80
Somewhat lower for CRAloans .. ...................... 10 0 0 3
Lower for CRAIOANS . .. .. .ot 0 0 0 0
Total . 100 100 100 100
MEMO
Number thatresponded . ........... ... ... ... ... ... 49 28 21
Number that didnotanswer . .......................... 16 8 3
Number for which question not applicable ............... 7 8 3
... Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories and weights based on the dollars of 1999 CRA-related small business |oan originations. As a
consequence, N0 memo items reporting numbers are shown for “ All institutions.”

2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or, in the case of
servicing costs, if it does not hold both CRA-related and other loans in its loan portfolio.

3. Based on the annual percentage rate for the loan at the time of loan origination.



6. Current benefits from community development lending, by size of banking institution, per institution

Percent of respondents, except as noted

Size of banking institution
(assetsin millions of dollars)

950- 5,000- | 30,000 All
Item 4,999 | 29,999 | or more | institutions'

Percent of banking institutions that have a distinct unit or department

specializing in community developmentlending . .................... 19 37 69 27
Current benefits

Believe it is needed to obtain a CRA rating of “Satisfactory” . ........... 61 58 54 60

Believe it is needed to receive a CRA rating of “ Outstanding” .. .. ....... 47 60 69 52

Source of additional profits .. ... ... 64 86 88 71

Improvepublicimage . ..... ... 63 74 69 66

Promote community growth and stability .......................... 95 98 100 96

Respond to the credit needs of local communities . ................... 86 98 92 90

Maintain market share in the face of increased competition ............ 31 49 65 37

Minimize the likelihood of adverse public comment on your CRA record . . 24 40 46 29

O el o 0 5 0 1
Banking institution responses

Only CRA-related benefits ............ i 2 0 0 1

CRA-related and other benefits .. ......... ... . i 78 74 81 77

Only non-CRA-related benefits .. .. ... ... o i 20 26 19 22
MEMO

Numberthatresponded . .. ... ... .. i 59 43 26

Number for which question not applicable? ......................... 13 1 1

Note. Components do not sum to 100 percent because respondents could give more than one response.

... Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-size
categories. As aconsequence, no memo items reporting numbers are shown for “ All institutions.”
2. Aningtitution fallsin this category if it does not make any loans in the loan product area.



7a. Profitability of community development lending, by size of banking institution, per institution

Percent of respondents, except as noted

Size of banking institution
(assetsin millions of dollars)
30,000 All
Profitability measure* 950-4,999 | 5,000-29,999 | or more | institutions?

Absolute profitability

Profitable ......... ... ... ... ... ..., 53 56 56 54

Marginally profitable ................... 39 40 40 39

Breakeven ............ ... ... .. ... 4 2 4 4

Marginally unprofitable ................. 2 2 0 2

Unprofitable ......... ... ... ... ... .. 2 0 0 1

Total .. 100 100 100 100
MEMO

Number that responded .. ................ 51 43 25

Number that did not answer .............. 8 0 1

Number for which question not applicablée’ . . . 13 1 1
.. Not applicable.

1. Profitability measureis return on equity (ROE).

2. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for
the asset-size categories. As aconsequence, N0 memo items reporting numbers are shown for “ All institutions.”
3. Aningtitution fallsin this category if it either does not make any loans in the loan product area.



7b. Profitability of community development lending, by size of banking institution, per dollars of 1999 CRA-

related originations

Percent of responses, except as noted

Size of banking institution
(assetsin millions of dollars)

30,000 All
Profitability measure* 950-4,999 | 5,000-29,999 | or more | institutions?

Absolute profitability

Profitable ......... ... ... ... ... ..., 79 59 64 66

Marginally profitable ................... 20 41 35 33

Breakeven .......... .. ... ... .. .. 1 0 1 1

Marginally unprofitable ................. 0 0 0 0

Unprofitable ......... ... ... ... ... .. 0 0 0 0

Total .. 100 100 100 100
MEMO

Number that responded .. ................ 51 43 25

Number that did not answer .............. 8 0 1

Number for which question not applicablée’ . . . 13 1 1

... Not applicable.
1. Profitability measureis return on equity (ROE).

2. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for
the asset-size categories and weights based on the dollars of 1999 community development loan originations. As
a conseguence, no memo items reporting numbers are shown for “ All ingtitutions.”

3. Aningtitution fallsin this category if it does not make any loans in the loan product area.



7c. Performance of community development lending, by size of banking institution, per institution

Percent of respondents, except as noted

Size of banking institution
(assetsin millions of dollars)
30,000 All
Performance measure 950-4,999 5,000-29,999 | or more institutions'
30-89 day delingquency rate (percentage points)
Mean ........ . .55 1.66 1.87 91
Median ... .00 1.00 1.00 .00
MEMO
Number that responded .. ................ 42 31 16
Number that did not answer .............. 16 12 10
Number for which question not applicablée . . . 14 1 1
90 or more days delinquency or honaccruing rate
(percentage points)
Mean ........ . .35 73 1.45 52
Median ... .00 .35 34 .00
MEMO
Number that responded .. ................ 42 30 16
Number that did not answer .............. 16 13 10
Number for which question not applicablée . . . 14 1 1
Charge-off rate (percentage points)
Mean ... 25 .59 .58 .36
Median ......... ... i .00 .00 A1 .00
MEMO
Number that responded .. ................ 41 28 14
Number that did not answer .............. 17 15 12
Number for which question not applicablée . . . 14 1 1
. Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for
the asset-size categories. As aconsequence, N0 memo items reporting numbers are shown for “ All institutions.”
2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does
not hold both CRA-related and other loans in its loan portfolio.



7d. Performance of community development lending, by size of banking institution, per dollars of 1999 CRA-

related originations

Percent of responses, except as noted

Size of banking institution
(assetsin millions of dollars)

30,000 All
Performance measure 950-4,999 5,000-29,999 | or more institutions'
30-89 day delinquency rate (percentage points)
Mean ........ . 48 214 1.68 1.49
Median ... .00 1.00 2.06 .94
MEMO
Number that responded .. ................ 42 31 16
Number that did not answer .............. 16 12 10
Number for which question not applicablée . . . 14 1 1
90 or more days delinquency or honaccruing rate
(percentage points)
Mean ........ . 22 .62 .65 .53
Median ... .00 .55 .02 .02
MEMO
Number that responded .. ................ 42 30 16
Number that did not answer .............. 16 13 10
Number for which question not applicablée . . . 14 1 1
Charge-off rate (percentage points)
Mean ... A7 .39 A7 23
Median ......... ..o .00 .00 .04 .00
MEMO
Number that responded .. ................ 41 28 14
Number that did not answer .............. 17 15 12
Number for which question not applicablée . . . 14 1 1

. Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for
the asset-size categories and weights based on the dollars of 1999 community development loan originations.

As a conseguence, no memo items reporting numbers are shown for “ All institutions.”

2. Aningtitution fallsin this category if it either does not make any loans in the loan product area or if it does
not hold both CRA-related and other loans in its loan portfolio.



8. New business opportunities resulting from CRA-related lending activities, by loan product, per institution

Percent of institutions, except as noted

Loan product!
Home
purchase
and Home Small Community
New opportunity refinance | improvement business development

Percent identifying some new profitable business

opportunity . ......... . 63 71 81
Percent identifying no new profitable business

OPPOrtUNItY .. ..o 37 29 19
Total ... 100 100 100
MEMO

Number that responded .. ................ 123 92 105

Number that did not answer .............. 17 23 20

Number for which question not applicablée . . . 3 28 18
Type of profitable opportunity®

Newcustomers ............ ..ot 98 95 98

Additional deposits .. ....... ...l 78 76 94

Greater marketshare .. .................. 79 76 82

Additionalloans ............. ... .. .. .. 0 86 96

Cross-marketing opportunities ............ 92 94 77
Percent citing some benefit unrelated to

profitability . ........... ... ... ... ..., 73 61 68 57
MEMO

Number that responded .. ................ 125 94 105 116

Number that did not answer .............. 15 21 20 11

Number for which question not applicable' . . . 3 28 18 16
Percent citing costs unrelated to profitability . . . . 35 18 21 28
MEMO

Number that responded .. ................ 124 95 100 106

Number that did not answer .............. 16 20 25 21

Number for which question not applicable' . . . 3 28 18 16

... Not applicable. (Question not asked for community development lending.)

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for
the asset-size categories. As aconsequence, N0 memo items reporting numbers are shown for “ All institutions.”
2. Aningtitution fallsin this category if it does not make any loans in the product area.

3. For those citing a new opportunity. Components do not sum to 100 percent because respondents could give
more than one response.



9. Profile of CRA special lending programs, by size of banking institution

Size of banking institution
(assetsin millions of dollars)

30,000 or All
Item 950-4,999 | 5,000-29,999 more institutions'
Number of programs for which detailed
informationwasasked . . ................ 138 116 87 341
Number of other programs . . .. .............. 31 139 111 281
Total .. 169 255 198 622
Mean number of total programs per institution
offeringsuchprograms . ................. 23 5.9 7.3 4.4
MEMO
Percent of banking institutions offering at
leastoneprogram ................... 67 72 89 73
Percent of programs run by a distinct unit
or department in banking institution .. ... 56 75 80 63

1. Reported figures are not a weighted average of the three asset-size categories.



10. Reasonsfor establishing and current benefits from CRA special lending programs, by size of banking institution

Percent of programs, except as noted

Size of banking institution
(assetsin millions of dollars)
30,000
950- | 5,000- or All
Item 4,999 | 29,999 | more | institutions'
Reasons for establishing program
Believed it was needed to obtain a CRA rating of “ Satisfactory” ......... 44 35 26 40
Believed it was needed to receive a CRA rating of “ Outstanding” .. ...... 40 64 50 47
Source of additional profits .. ........ .. 36 57 42 42
Identify new markets that had profit potential ....................... 39 54 38 43
Improvepublicimage . ..... ... 44 67 63 52
Promote community growth and stability .......................... 77 90 90 82
Respond to the credit needs of local community ..................... 93 99 97 95
Maintain market share in the face of increased competition ............ 30 53 51 38
Minimize the likelihood of adverse public comment on your CRA record . . 24 41 48 31
O el 2 3 2 2
MEMO
Percent of programs citing only obtaining a*Satisfactory” or an
“Outstanding” CRAFating . ... .. oov it e 1 0 1 1
Percent of programs citing obtaining either a*“ Satisfactory” or an
“Outstanding” CRA rating .. ... v it e 72 81 64 74
Number of programs for which areason was not provided ............. 0 1 1
Current benefits from program
Believe it is needed to obtain a CRA rating of “Satisfactory” . ........... 45 42 19 42
Believe it is needed to receive a CRA rating of “ Outstanding” . . .. ....... 46 62 58 51
Source of additional profits .. ....... ... . 37 49 39 41
Identify new markets that have profit potential ...................... 34 47 47 39
Improvepublicimage . ......... . 54 64 62 57
Promote community growth and stability .......................... 84 93 92 87
Respond to the credit needs of local community ..................... 93 98 95 95
Maintain market share in the face of increased competition ............ 37 62 65 46
Minimize the likelihood of adverse public comment on your CRA record . . 34 46 49 38
O el 1 2 0 1
MEMO
Percent of programs citing only obtaining a“Satisfactory” or an
“Outstanding” CRATating . ... .ot 1 0 1 1
Percent of programs citing obtaining either a*“ Satisfactory” or an
“Outstanding” CRA rating . ... .ottt 75 82 67 76
Number of programs for which information was not provided .. ......... 4 2 2

Note. Components do not sum to 100 percent because respondents could give more than one response.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the asset-size
categories. As aconsequence, no memo items reporting numbers (as opposed to percentages) are shown for “ All
institutions.”



11. Target populations of and main loan products offered in connection with CRA specia lending programs,
by size of banking institution

Percent of programs, except as noted

Size of banking institution
(assetsin millions of dollars)
950- 5,000- 30,000 or All
Item 4,999 29,999 more institutions'
Target population of program
Lower-income neighborhoods . .. ................ 11 6 10 10
Lower-incomeborrowers. . ........... ... 21 17 15 19
Lower-income neighborhoods and borrowers . ... ... 53 68 67 59
Any typeof smal business ..................... 8 3 3 6
Minority- and women-owned small businesses . .. ... 2 1 2 2
Other .. 4 6 1 4
MEMO
Number of programs for which information was
notprovided ............ .. 5 1 1
Main products offered?
1-4 family home purchase and refinanceloans . .. ... 73 78 84 76
1-4 family homeimprovementloans .............. 6 8 9 7
Small businessloans .. ........................ 13 3 8 10
Consumer1oans . ........ .o 1 3 2 1
Multifamily loans . ......... ... .. ... ... .. ... 7 10 5 8
Commercial loans .. ............ i 3 3 0 3
Other ... 0 1 1 0
MEMO
Number of programs for which information was
notprovided . ........... .. 3 1 1

Note. Components do not sum to 100 percent because respondents could give more than one response.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for
the asset-size categories. As aconsequence, N0 memo items reporting numbers are shown for “ All institutions.”
2. Some programs involve multiple products.



12. Involvement of third partiesin CRA special lending programs, by size of banking institution

Percent of programs, except as noted

Size of banking institution
(assetsin millions of dollars)

950-4,999 | 5,000- 30,000 All
Type of third party and services provided 29,999 or more institutions'
Percent of programsinvolving third parties ................ 75 80 69 76
MEMO
Number of programs for which information was not
provided . ....... ... 4 1 2
Type of third party
Federal government .......... ... ... .. .. ... 12 20 31 16
Stategovernment .. ....... ... 19 41 46 28
Local government . ...... ... ... 30 37 49 34
Fannie Mae, FreddieMac .............. ... ... .. .... 9 34 31 18
Federal HomeLoanBank ........................... 18 20 20 19
Financial institution consortium . ..................... 26 26 31 26
Nonprofit organization ............ ... .. ... ....... 43 45 64 45
Other ... 3 0 5 2
MEMO
Number of programs involving third parties for which
information was not provided ...................... 5 1 2
Services provided by third party
Creditguarantees .............c.oiiiiiiinnnen.. 24 12 11 20
Subsidized interestrates . ........... .., 26 45 26 31
Subsidizedfees .. ... ... 25 21 18 23
Grants for down payment or other purposes ............. 42 52 60 46
Identification of potential borrowers .. ................. 51 56 67 54
Screening of potential applicants. . .................... 37 36 46 38
Underwriting . ...... ... 27 14 18 23
Pre-loan education or counseling for applicants .......... 52 43 67 51
Assistancein servicingaccount . .. ... ... 21 15 21 19
Post-loan education or counseling for borrowers .......... 24 23 41 25
Tax relief (creditsor exemptions) ..................... 6 7 14 7
Second review of loan applicants . .................... 3 2 9 3
Purchaseof brokerloans . ........... ... ... ... ... ... 4 22 16 10
Subordinatemortgages . ... ... 25 30 58 29
Other ... 2 1 0 2
MEMO
Number of programs involving third parties for which
information was not provided ...................... 5 2 4

Note. Components do not sum to 100 percent because respondents could give more than one response.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories. As aconsequence, no memo items reporting numbers are shown for * All institutions.”



13. Special features or services provided by banking institutions in connection with CRA special lending programs,

by size of banking institution

Percent of programs, except as noted

Size of banking institution
(assetsin millions of dollars)

950- 5,000- 30,000 All
Type of special feature or service provided 4,999 29,999 or more | ingtitutions
Percent of programs offering special feature or service ......... 93 100 100 96
MEMO
Number of programs for which information was not provided . . 4 3 1
Soecial feature or service
Waived PMI (private mortgageinsurance) ................ 24 17 33 23
Reduced interestrates . . ... 49 43 41 46
Waivedorreducedfees. .. ... 51 41 37 47
Longertermofloan ........... .. ... .. ... .., 22 20 7 20
Grants for down payment or other purposes ............... 17 24 21 19
Special outreach and marketing activities ................. 35 69 76 48
More flexible underwriting criteria .. .................... 78 63 81 75
Pre-loan education or counseling for applicants ............ 28 51 47 36
Post-loan education or counseling for borrowers ............ 7 4 14 7
Special financial incentives to loan officersor brokers .. ..... 11 20 36 16
Second review of loan applicants . ...................... 37 55 62 44
Other o 7 3 7 6
MEMO
Number of programs for which information was not provided . . 4 3 1
Percent of plans offering aternatives to customary underwriting
standards . .. ... 84 73 91 82
MEMO
Number of programs for which information was not provided . . 5 3 1
Alternative to customary underwriting standards
Lower down payment required ............. ... ... 76 72 78 75
Lessdocumentationrequired . .. ....... ... ... 16 11 21 15
Lower cashreservesrequired ............ .. ... .. .. .... 67 59 69 65
Higher debt ratiosallowed ............. ... .. .. .. .. .... 82 52 71 74
Alternative measures of credit quality (such as rent payments)
permitted . .. ... 68 71 70 69
Lower standards for credit history applied . ................ 55 22 39 46
More flexible employment history requirements permitted . . . . 52 49 53 51
PMI or credit guarantee requirement waived or reduced . . .. .. 32 20 38 30
Collateral requirement waived or reduced ................. 13 9 8 12
Compensating balances requirement waived or reduced .. .. .. 17 9 10 14
Other o 4 9 3 5
MEMO
Number of programs for which information was not provided . . 5 3 2

Note. Components do not sum to 100 percent because respondents could give more than one reason.
1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for the
asset-size categories. As aconsequence, no memo items reporting numbers (as opposed to percentages) are shown

for “ All institutions.”



14a. Profitability of CRA special lending programs, by size of banking institution, per program

Percent of programs, except as noted

Size of banking institution
(assetsin millions of dollars)
30,000 All
Profitability measure* 950-4,999 | 5,000-29,999 | or more | institutions?
Absolute profitability
Profitable ......... ... ... ... ... ..., 35 18 23 29
Marginally profitable ................... 32 39 18 32
Breakeven ........... ... ... .. . 16 5 16 14
Marginally unprofitable ................. 10 23 26 15
Unprofitable ......... ... ... ... ... .. 7 14 16 10
Total .. 100 100 100 100
MEMO
Number of programswithresponse . ... .. ... 110 92 73
Number of programs with no response .. .. .. 28 24 14
. Not applicable.

1. Profitability measureis return on equity (ROE).
2. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for
the asset-size categories. As a consequence, N0 memo items reporting numbers are shown for “ All institutions.”



14b. Profitability of CRA special lending programs, by size of banking institution, per dollars of 1999 program

originations

Percent of programs, except as noted

Size of banking institution
(assetsin millions of dollars)

30,000 All
Profitability measure* 950-4,999 | 5,000-29,999 | or more | institutions?

Absolute profitability

Profitable ......... ... ... ... ... ..., 69 47 36 42

Marginally profitable ................... 14 26 10 14

Breakeven .......... .. ... ... ... 7 2 19 13

Marginally unprofitable ................. 1 22 30 25

Unprofitable ......... ... ... ... ... .. 8 3 6 6

Total .. 100 100 100 100
MEMO

Number of programswithresponse . ........ 110 92 73

Number of programs with no response .. .. .. 28 24 14

... Not applicable.

1. Profitability measureis return on equity (ROE).

2. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for
the asset-size categories and program-based weights based on the dollars of CRA special program loans
originated in 1999. As a conseguence, no memo items reporting numbers are shown for “ All institutions.”



14c. Performance of CRA special lending programs, by size of banking institution, per program

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)
30,000 All
Performance measure 950-4,999 5,000-29,999 | or more institutions'
30-89 day delinquency rate (percentage points)
Mean ........ . 1.44 2.30 331 1.82
Median ... .00 1.39 217 .05
MEMO
Number of programswithresponse . ........ 68 62 38
Number of programswith noresponse . .. ... 58 33 38
Number for which question not applicablée . . . 12 21 11
90 or more days delinquency or honaccruing rate
(percentage points)
Mean ........ . .79 147 1.68 1.04
Median ... .00 34 1.02 .00
MEMO
Number of programswithresponse . ........ 59 62 40
Number of programswith noresponse . .. ... 67 33 36
Number for which question not applicablée . . . 12 21 11
Charge-off rate (percentage points)
Mean ... 42 24 75 41
Median ......... ... il .00 .00 .01 .00
MEMO
Number of programswithresponse . ........ 61 50 23
Number of programswith noresponse . .. ... 65 45 53
Number for which question not applicablée . . . 12 21 11
. Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for
the asset-size categories. As a consequence, N0 memo items reporting numbers are shown for “ All institutions.”
2. A program fallsin this category if itsloans were not held in the institution’s loan portfolio.



14d. Performance of CRA specia lending programs, by size of banking institution, per dollars of 1999

program originations

Percent, except as noted

Size of banking institution
(assetsin millions of dollars)

30,000 All
Performance measure 950-4,999 5,000-29,999 | or more institutions'
30-89 day delinquency rate (percentage points)
Mean ........ . 1.10 3.44 2.19 2.32
Median ... .80 2.00 2.33 2.00
MEMO
Number of programswithresponse . ........ 68 62 38
Number of programswith noresponse . .. ... 58 33 38
Number for which question not applicablée . . . 12 21 11
90 or more days delinquency or honaccruing rate
(percentage points)
Mean ........ . .88 2.82 .88 1.28
Median ... .07 2.40 40 1.00
MEMO
Number of programswithresponse . ........ 59 62 40
Number of programswith noresponse . .. ... 67 33 36
Number for which question not applicablée . . . 12 21 11
Charge-off rate (percentage points)
Mean ... .10 48 .16 22
Median ......... ... i, .00 .00 .00 .00
MEMO
Number of programswithresponse . ........ 61 50 23
Number of programswith noresponse . .. ... 65 45 53
Number for which question not applicablée . . . 12 21 11

. Not applicable.

1. Figures are averages of the figures for the three asset-size categories adjusted based on the response rates for
the asset-size categories and program-based weights based on the dollars of CRA special program loans
originated in 1999. As a consegquence, no memo items reporting numbers are shown for “ All institutions.”

2. A program fallsin this category if itsloans were not held in the institution’s loan portfolio.



15. Profitability of home purchase and refinance lending, by various types of robustness tests

Percent of respondents, except as noted

M odel-based M odel-based
sample item All
Lead bank nonreponse nonresponse institutions'
only weight weight (baseline)
All CRA All CRA All CRA All CRA
Profitability measure? loans | loans | loans | loans | loans | loans | loans | loans
Absolute profitability
Profitable ...................... 66 44 72 47 72 50 70 50
Marginally profitable ............. 26 35 22 36 24 33 24 32
Breakeven ..................... 6 4 4 4 3 3 4 3
Marginally unprofitable ........... 0 9 0 7 0 7 0 7
Unprofitable .. .................. 2 8 2 6 1 7 2 8
Total ... 100 100 100 100 100 100 100 100
Relative profitability (profitability of
CRA-related loans compared with non-
CRA loans)
Higher for CRAloans . ............ 0 0 0 0
Somewhat higher for CRA loans . ... 0 0 0 0
About the sasmefor CRA loans . . . ... 50 57 56 56
Somewhat lower for CRA loans . . . .. 32 23 23 25
Lower for CRAloans ............. 18 21 20 19
Total ... 100 100 100 100
MEMO
Difference in ROE (percentage points)
Mean ............ i -1.7 -1.7 -1.5 -1.8
Median .................coin. 0 0 0 0

1. Figuresare on aper ingtitution basis.

2. Profitability measureis return on equity (ROE).



16. Profitability of home improvement lending, by various types of robustness tests

Percent of respondents, except as noted

M odel-based M odel-based
sample item All
Lead bank nonreponse nonresponse institutions'
only weight weight (baseline)
All CRA All CRA All CRA All CRA
Profitability measure? loans | loans | loans | loans | loans | loans | loans | loans
Absolute profitability
Profitable ...................... 76 65 81 68 80 64 80 63
Marginally profitable ............. 21 25 15 21 14 22 14 23
Breakeven ..................... 3 5 1 4 3 3 2 4
Marginally unprofitable ........... 1 4 3 5 3 9 4 8
Unprofitable .. .................. 0 1 0 2 0 2 0 2
Total ... 100 100 100 100 100 100 100 100
Relative profitability (profitability of
CRA-related loans compared with non-
CRA loans)
Higher for CRAloans . ............ 0 0 0 0
Somewhat higher for CRA loans . ... 0 0 0 0
About the sasmefor CRA loans . . . ... 74 71 72 72
Somewhat lower for CRA loans . . . .. 23 20 17 16
Lower for CRAloans ............. 3 9 11 12
Total ... 100 100 100 100
MEMO
Difference in ROE (percentage points)
Mean ............ i -5 -1.0 -1.0 -1.3
Median .................coin. 0 0 0 0

1. Figures are on aper institution basis.

2. Profitability measureis return on equity (ROE).



17. Profitability of small business lending, by various types of robustness tests

Percent of respondents, except as noted

M odel-based M odel-based
sample item All
Lead bank nonreponse nonresponse institutions'
only weight weight (baseline)
All CRA All CRA All CRA All CRA
Profitability measure? loans | loans | loans | loans | loans | loans | loans | loans
Absolute profitability
Profitable ...................... 84 80 90 87 90 87 88 85
Marginally profitable ............. 10 15 8 11 7 9 8 11
Breakeven ..................... 3 3 1 1 2 2 2 2
Marginally unprofitable ........... 1 1 0 0 1 1 1 1
Unprofitable .. .................. 1 1 0 0 1 1 1 1
Total ... 100 100 100 100 100 100 100 100
Relative profitability (profitability of
CRA-related loans compared with non-
CRA loans)
Higher for CRAloans . ............ 0 0 0 0
Somewhat higher for CRA loans . ... 6 6 3 4
About the sasmefor CRA loans . . . ... 82 77 86 82
Somewhat lower for CRA loans . . . .. 11 15 10 12
Lower for CRAloans ............. 1 2 1 1
Total ... 100 100 100 100
MEMO
Difference in ROE (percentage points)
Mean ............ i -1 -1 -1 -1
Median .................coin. 0 0 0 0

1. Figures are on aper institution basis.

2. Profitability measureis return on equity (ROE).



18. Profitability of community development lending, by various types of robustness tests

Percent of respondents, except as noted

Robustness test
Model-based | Model-based
sample item
Lead bank nonreponse nonresponse | All institutions
Profitability measure? only weight weight (baseline)
Absolute profitability
Profitable ...................... 50 52 54 54
Marginally profitable ............. 41 41 39 39
Breskeven ..................... 5 4 3 4
Marginally unprofitable ........... 3 1 2 2
Unprofitable .. .................. 2 1 1 1
Total ... ... 100 100 100 100

1. Figuresare on aper ingtitution basis.

2. Profitability measureis return on equity (ROE).



